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To Lift National Bank Handicaps 
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Chairman, House of Representatives Committee on Banking and Currency 


New Bill Soon to be Introduced Empowers Banks to Declare 
Stock Dividends, Engage in Bond Business and Exercise Other 
Sixteen Changes in Law Proposed to Place 
National Banks More Nearly on Parity with State Institutions. 


New Powers. 


HAVE made a very careful study of 

conditions of the national banking laws 

in the belief that it will be possible, 

by modifications of a conservative na- 
ture, to relieve materially the handicaps 
under which the national banks are labor- 
ing. These handicaps arise partially from 
the fact that the National Bank Act was 
written over sixty years ago and has been 
frequently amended in a desire to meet 
changing conditions, thereby developing a 
situation in which there are inconsistencies 
as between the various amending clauses, 
and very great difficulty in their interpre- 
tation. 

A bill which I expect to introduce in Con- 
gress soon is designed to correct this situa- 
tion, and further to modernize the operation 
of the Act without departing from the tradi- 
tional standards and principles which have 
prevailed in past years. While no radical 
changes are suggested, the cumulative ef- 
fect of clarification and modernization of 
so many items will effect a radical improve- 
ment in the position of the national banks. 
On questions where the bill seems to sug- 
gest any material divergence from the orig- 
inal principles of the Act it might be well 
to say in advance that this divergence is 
much greater in theory than it is in practice, 
and that most of the apparent liberalizing 
provisions are along lines under which the 
most conservative and successful state insti- 
tutions have been operating under state laws 
for years, and represent principles which the 
national banks have recognized and to a 
large extent practiced through the setting up 
of cumbersome machinery in the way of col- 
lateral and subsidiary institutions and, in 


some cases, no doubt by more or less direct 
evasions of the wording but not necessarily 
of the spirit of the Act. 


Sixteen Changes Proposed 


HERE are sixteen different sections in 

the bill as framed, covering questions of 
very material importance to the federally 
chartered associations. 

The first section would amend the pres- 
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ent law dealing with the consolidation of 
state banks with national banks, by making 
the process less complicated. 

State banks and national banks have, of 
course, been consolidating under the laws 
as they now exist, but this end has been 
accomplished by the complicated process of 
requiring the consolidating state banks to 
first nationalize. It.is proposed to elimi- 
nate this lost motion and expense and have 
the banks consolidate directly under na- 
tional charter. 

The question of granting perpetual char- 
ters to national banks, which exercise trust 
powers, has been raised from time to time 
It seems to me to be desirable that these 
institutions should be permitted to hold their 
charters in perpetuity. 

Nearly all banks exercising trust powers 
have, at times, to handle perpetual trusts. 
The national banks holding charters which 
expire in various terms in many cases have 
felt that they could not; on this account, 
safely administer a perpetual trust, and in 
many instances where the national banks 
felt that they could handle these trusts 
safely the attorneys for the perpetual trust 
felt that there was an element of doubt 
about the matter and were not, therefore, 
willing to use the national banks as trustees. 
This is a complicated legal point on which 
lawyers differ, but it is a fact that banks 
have withdrawn from the national system 
on account of this complication, and other 
banks have refused to take out national 
charters. The only opposition which might 
be offered to this would be from state banks 
which might not want national banks to 
engage in trust business, I do not think 
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that the trust companies would seriously or 
generally assume so narrow an attitude. 


National banks, in acquiring new sites 
to house their operations, have found that 
they are handicapped by the wording of 
the statutes, covering this matter. The law 
now empowers the banks to buy property 
only when it is necessary for its accommo- 
dation in the “immediate” transaction of its 
business. I propose to amend this section 
by striking out the word “immediate,” so 
that a national bank may be enabled to 
protect itself by purchasing a site for a 
new location that may not be adjacent to 
its present location, and for which it may 
not have fully completed its plans. The 
time required for building operations would 
be covered. The word “necessary” would 
remain in the law, preventing this change 
from being used as a means of indulging 
in real estate speculation. 


Stock Dividends for Banks 


ENERALLY speaking, I believe that 

increases in capitalization of national 
banks should be encouraged and not dis- 
couraged. With this in mind, I shall pro- 
pose an amendment t> the revised statutes 
permitting national banks to pay stock divi- 
dends. 

From the standpoint of the creditors of 
a national bank the only effect of a stock 
dividend is to increase the contingent liabil- 
ity on the part of the stockholders and 
thereby strengthen the bank. Assuming 
that the condition of the bank will justify 
it, it is a thing which should be encour- 
aged rather than discouraged. Under the 
old law the course which is followed is to 
declare a cash dividend and request the 
stockholders to use the cash dividend for 
the purpose of purchasing the increased 
capitalization. The fear that this would 
make the individual stockholder liable to 
income taxes has, in many cases, prevented 
the declaration of stock dividends and the 
proper placing in capital account of money, 
which is now carried in surplus, subject to 
dividends. 

Safeguards would be thrown around the 
declaration of stock dividends, by requiring 
the increase in stock to be approved by the 
Comptroller of the Currency after it has been 
approved by a two-third vote of the stock- 
holders. Furthermore, it would be neces- 
sary for the bank at all times to have a 
surplus equal to at least one-fifth of the 
capital stock as increased. 

The terminology “chairman of the board” 
has become very widely used by the national 
banks and trust companies of the country, 
and it seems desirable that the term should 
have some legal status. This objective 
would be attained by amending the present 
law to permit boards of directors to ap- 
point a chairman of the board. 


The Branch Banking 
Problem 


Te solve the branch banking question, 
the bill would amend the existing law by 
permitting national banks to establish 
branches in states where state banks are 
permitted this privilege and by prohibiting, 
after the approval of the proposed act, the 


extension of state-wide branch banking in 
the Federal Reserve system. 

Legislation to this effect would solve the 
branch bank question in accordance with 
the recommendation in the annual report of 
the Comptroller of the Currency and with 
the recent resolution of the Federal Re- 
serve Board, It would prohibit a national 
bank from engaging in branch banking in 
any form in a state which by law or regu- 
lation denies this power to the state banks. 
On the other hand, in those states where 
state banks may engage in branch banking, 
national banks would be permitted to meet 
this form of competition to the fullest ex- 
tent. I regard this in fact as the spirit 
of the regulations promulgated by Comp- 
troller of the Currency Dawes, Oct. 26, 1923, 
following the opinion of Attorney General 
Daugherty on Oct. 3, 1923. It is deemed 
advisable that this principle be enacted into 
law in order that it may be more fully estab- 
lished and recognized. 

This legislation would also protect the 
national banks from competition in branch 
banking from state institutions authorized 
to engage in state-wide branch banking by 
making it unlawful for any member bank 
to establish a branch beyond the city limits 
after the approval of the act, and by pro- 
hibiting the Federal! Reserve Board from 
receiving into membership in the Federal 
Reserve system any bank operating a branch 
which has been established on or after July 
1, 1924. Complete data in support of these 
two recommendations are found in the an- 
nual report of the Comptroller of the Cur- 
rency, and I need not further discuss this 
question. 

The recent decision of the Supreme Court 
in the First National Bank in St. Louis v. 
Missouri case held directly that the statute 
of Missouri which provides “that no bank 
shall maintain in its city a branch nor re- 
ceive deposits or pay checks except at its 
own banking house” is valid in its applica- 
tion to national banks because national banks 
are subject to the law of the state, unless 
such law interferes with the purpose of their 
creation, impairs their efficiency as federal 
agencies or conflicts with the paramount 
law. And inasmuch as, in the opinion of 
the court, national banks are not authorized 
to establish branches, there is no such inter- 
ference or conflict. 

This raises the important question whether 
the “teller window” branches, authorized by 
the Comptroller, are not in reality branches 
under another name; if so, there is no au- 
thority for their existence. My own view is 
that they may be so held should the ques- 
tion be brought up in any way before the 
courts. It is significant that the Supreme 
Court disagrees with the recent opinion of 
Attorney General Daugherty so far as it dif- 
fers from the earlier opinion of Attorney 
General Wickersham which held that it was 
unlawful for national banks to establish or 
maintain branches unless state banks with 
branches are taken over. The question should 
be removed from the realm of uncertainty 
by legislation. 


Clearing Up Section 5200 


CLARIFICATION of the exceptions 
contained in Section 5200 of the Na- 
tional Bank Act, which deals with the 
amount of money that a national bank can 


lend to one borrower, appears clearly de- 
sirable. The section, as originally drawn, 
merely stipulated that no bank could lend 
more than 10 per cent of its paid-in capital 
and unimpaired surplus to any one borrower. 
Congress, from time to time, has increased 
the layers of exceptions. While the old 
law was probably as well drawn as cir- 
cumstances would permit at the time, prac- 
tice under it and application of it to some- 
what modified conditions have developed an 
uncertainty on a number of points which 
is very disturbing. Bankers will note that 
the changes in this section require more 
careful consideration, and most of them are 
entirely along the lines of clarification of 
the old law. 

As the ninth section of the omnibus bill, 
it is proposed that the section of the re- 
vised statutes covering bank liability be 
amended by excepting Government bonds 
deposited with or procured by the bank. 

The effect of exempting bonds borrowed 
from the limitation on the borrowings of 
the bank in the same manner as the other 
exemptions are granted is suggested, first, 
because it is a safe exemption, as the bor- 
rowings are usually made in such a way 
and in such amounts that they are covered 
by a written or implied contract, and are not 
subject to sudden or unexpected call for 
payment. Frequently it is more desirable 
and less expensive to borrow Government 
bonds for security purposes than to fur- 
nish security bond, and further, the bank 
assumes less risk in borrowing bonds than 
in purchasing them in the open market. This 
sort of an operation is economical for the 
bank, profitable for its customers, and helps 
the general market for Government securi- 
ties. 


Speeding Up Check 
Certification 


For the purpose of expediting the han- 
dling of certified checks by national banks, 
the bill proposes an amendment permitting 
the certification before the item has gone 
through the books. The proposed amend- 
ment to the revised statutes in effect means 
that while the deposit must, of course, be 
actually received and in the hands of the 
bank, it is not necessary for the paying 
teller to wait until the bookkeeper actually 
posts the entry. The situation that exists 
now is such that the law requires a record 
on the books, which requires some time and 
results in a general slowing up of business. 
This will not in any way diminish the re- 
sponsibility of the certifying officer to as- 
certain whether or not the deposit account 
of the customer is sufficient to justify the 
certification of the check. It simply re- 
lieves him from the responsibility of ad- 
hering to a single method of ascertaining 
the facts. 


An amendment will be proposed to permit 
designation by the board of directors of the 
vice-president or assistant cashier who will 
sign reports to be submitted to the Comp- 
troller of the Currency in the absence of 
the president or cashier. Such a change 
in the law obviously would be a great con- 
venience to the bank officials and would 
frequently prevent delays in the transmis- 
sion of important reports. It is thoroughly 
safe, in view of the required authority from 
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the directors, for the officers to act in this 
capacity. 

The 10 per cent limitation on the redis- 
count by the Federal Reserve Board of 
notes, secured by Government bonds, has 
already been lifted in practice. I shall pro- 
pose an amendment to the Federal Reserve 
Act, permitting rediscount of notes, secured 
by Government bonds issued since the en- 
try of the United States into the World War, 
in excess of the 10 per cent limitation. The 
principle of this change is already in effect 
in the permission which the national banks 
now hold to lend in excess of the limit and 
up to 10 per cent additional on these se- 
curities. It is now a technical violation for 
a Federal Reserve bank to take this paper. 

Under the general theory that a national 
bank cannot do anything which it is not 
permitted directly to do, the question has 
been raised of its right to engage in safe 
deposit business, either by operating safe 
deposit facilities directly or by owning stock 
in a company which carries on this ser- 
vice. Under the general theory they would 
seem to be prevented from rendering this 
necessary service to their customers. 

The inability under the law of national 
banks to own stocks prevents them from 
organizing separate companies for this pur- 
pose. It is, in my opinion, very desirable in 
many cases for national banks to conduct 
safe deposit operations by a separate com- 
pany, It frequently affords them a con- 
venient method of financing them without 
unduly adding to the cost of the bank prop- 
erty, and, furthermore, limits their liability 
for loss to the assets of the safe deposit 
company where they desire such protection. 
The bill to be introduced would amend the 
Federal Reserve Act, granting this power 
to the national banks. 

Under the present law a national bank 
examiner who is guilty of theft must be 
prosecuted under the laws of the state in 
which the theft is committed. A proposed 
change would make the offense a mis- 
demeanor, which might be tried in the Fed- 
eral courts. 

The circulation of false reports about 
banks would be made a Federal offense 
also. By amending the Federal Reserve 
Act, effect would be given to a principle 
as applied to national banks, which is rec- 
ognized under most state laws as applying 
to state acts. This will inure not only to 
the benefit of the national banks but also 
to the state member banks, where state 
laws do not properly cover this crime, or 
where the state administration is lax. 


Limitation on Real Estate 
Loans 


NE of the most important amendments, 

which the omnibus bill will carry, is 
that which removes the one year limitation 
on real estate loans and increases the loan- 
ing limit from one-third to one-half on the 
time deposits. At the present time national 
banks in many states are handicapped in 
their competition with state banks because 
they cannot make loans on real estate for 
longer than one year, while state-chartered 
institutions are governed by more liberal 
laws. The amendment I propose would do 
much to offset this handicap. The principle 
of tying the long term assets with the de- 
ferred liabilities of the bank has already been 


recognized in the Act under the present 
334% per cent provision and is very gen- 
erally recognized by state laws. The in- 
crease of the limit to 50 per cent has prob- 
ably been more generally advocated on the 
part of banks and bank examiners than al- 
most any change in the banking laws that 
has been discussed with the office of the 
Comptroller of the Currency. 

Very great relief would be afforded to 
the small and moderate-sized institution by 
amending Section 24 of the Federal Reserve 
Act to permit national banks to engage in 
buying and selling investment bonds. 

The big institutions in the cities can usual- 
ly handle their security business through 
subsidiary companies and by other meth- 
ods. The effect will be, in the case of 
the smaller and intermediate institutions, to 
permit them to do legally and directly what 
they have not felt able to do before, or 
what they have been doing indirectly, and 
it will enable the big city banks to carry 
on an obvious and necessary function in a 
simple and direct way. The position of 
the banks is amply safeguarded by the pro- 
vision limiting their purchases of securities 
of any one issue to 25 per cent of the capital 
and surplus of the bank. 


What Congress Will 
Consider 


fw full text of the proposed bill fol- 
lows: 

To amend “An Act to provide for the 
consolidation of national banking associa- 
tions,” approved Nov. 7, 1918; to amend 
Section 5136 as amended, Section 5137, Sec- 
tion 5142, Section 5150, Section 5190, Section 
5200 as amended, Section 5202 as amended, 
Section 5208 as amended, Section 5211 as 
amended, of the Revised Statutes of the 
United States; and to amend Section 9, Sec- 
tion 13, Section 22 and Section 24 of the 
Federal Reserve Act. 

Be it enacted by the Senate and House of 
Representatives of the United States of 
America in Congress assembled, That the 
Act entitled “An Act to provide for the 
consolidation of national banking associa- 
tions,” approved Nov. 7, 1918, be amended 
by adding at the end thereof the following 
language : 

“Section 3. That upon the same terms and 
conditions, so far as applicable, relating to the 
consolidation of national banking associations, 
any bank incorporated by special or general law 
of any state, having an unimpaired capital suffi- 
cient to entitle it to become a national banking 
association, may, with the approval of the Comp- 
troller of the Currency, be consolidated with any 
national banking association located within the 


same county, city, town or village, under the 
charter of such national banking association.” 


Section 2, That Section 5136 of the Re- 
vised Statutes of the United States, sub- 
section “Second thereof as amended, be 
amended to read as follows: 


“Second. To have succession in perpetuity 
from the date of the approval of this Act, or 
from the date of its organizaion if organized 
after that date, unless it shall be sooner dissolved 
by the act of its shareholders owning two-thirds 
of its stock, or unless its franchise shall become 
forfeited by reason of violation of law, or un- 
less it shall be terminated by Act of Congress 
hereafter enacted.” 


Section 3. That Section 5137 of the Re- 
vised Statutes of the United States, sub- 
section “First” thereof, be amended to read 
as follows: 


“First. Such as shall be necessary for its ac: 
commodation in the transaction of its business.” 
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To Permit Stock Dividends 


ECTION 4. That Section 5142 of the 
Revised Statutes of the United States 
as amended be amended to read as follows: 


_ “Section 5142. Any national banking associa- 
tion may, with the approval of the Comptroller 
of the Currency and by a vote of shareholders 
owning two-thirds of the stock of such associa- 
tion, increase its capital stock to any sum ap- 
proved by the said Comptroller, but ne increase 
in capital shall be valid until the whole amount 
of such increase is paid in and notice thereof, 
under oath, acknowledged by the president, vice 
president or cashier of said association, has been 
transmitted to the Comptroller of the Currency 
and his certificate obtained, specifying the amount 
of such increase in capital stock with his ap- 
proval thereof, and that it has been duly paid in as 
part of the capital of such association; provided, 
however, that a national banking association may, 
with the approval of the Comptroller of the Cur- 
rency and by the vote of shareholders owning 
two-thirds of the stock of such association, in- 
crease its capital by the declaration of a stock 
dividend, provided that the surplus of said asso- 
ciation, after the approval of the increase, shall 
be equal to 20 per cent of the capital stock as 
increased. Such increase shall not be effective 
until a certificate certifying to such declaration 
of dividend, signed by the president, vice-president 
or cashier and duly acknowledged before a notary 
public, ‘shall have been forwarded to the Com 

troller of the Currency and his certificate = 
tained specifying the amount of such increase of 
—, Stock by stock dividend and his approval 
thereof. 


Section 5. That Section 5150 of the Re- 
vised Statutes of the. United States be 
amended to read as follows: 


“Section 5150. One of the directors, to be 
chosen by the board, shall be chairman of the 
board and shall perform such duties as may be 
designated by the board.” 


Restricting Branch Banking 


ECTION 6. That Section 5190 of the 
Revised Statutes of the United States be 
amended to read as follows: 


“Section 5190. (a) The general business of each 
national banking association shall be transacted 
at only one office or banking house, which shal] 
be located in the place specified in its organization 
certificate. 

*“(b) The Comptroller of the Currency may, 
in his discretion, upon application to him, permit 
any national banking association to establish a 
branch or branches within the corporate limits 
of the municipality wherein such association is 
located, but he shall not permit the establishment 
of a branch or branches by any such association 
in any state which by law or regulation prohibits 
the establishment of branches by the state banks 
therein. All such branches of national banking 
associations shall be subject to the general super- 
visory powers of the Comptroller of the Currency 
and shall operate under such regulations as he 
may prescribe.” 


Section 7. That Section 9 of the Fed- 
eral Reserve Act, paragraph one thereof, be 
amended by adding at the end thereof the 
following language: 


“Provided, that on and after the approval of 
this Act the Board shall not permit any such 
applying bank to become a stockholder of such 

ederal Reserve bank except upon condition that 
such applying bank relinquish any branches which 
it may have established on or after the above- 
mentioned date beyond the corporate limits of 
the municipality in which the parent bank is 
located and Provided further, that no member 
bank shall, after the approval of this Act, be per- 
mitted to establish a branch beyond the corporate 
limits of the municipality in which such bank is 
located. The Board may, upon violation of this 
provision by any member bank, exclude such 
member bank from the Federal Reserve system. 

“The term ‘branch or branches,’ as used in 
this and the preceding section, shall be held to 
embrace any additional office maintained by an 
association at which deposits are received or 
checks cashed outside of the parent bank.” 


Clearing Up the Exceptions 


ECTION 8. That Section 5200 of the 
Revised Statutes of the United States as 
amended by amended to read as follows: 


“Section 5200. The total obligations to any 
national banking association of any obligor shall 
at no time exceed 10 per cent of the amount of the 
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capital stock of such association actually paid in 
and unimpaired and 10 per centum of its unim- 
paired surplus fund. The term ‘obligations’ snail 
mean direct abligations for money borrewed and 
direct obligations discounted or purchased and 
shall include in the case of obligations of co- 
partnership or association the obligations of the 
several members thereof. The term ‘obligor’ shall 
include a person, co-partnershop, association or 
corporation. Such limitation of 10 per cent shall 
be subject to the following exceptions: 

**(1) Obligations in the form of drafts resulting 
from the sale of goods drawn by the seller in good 
faith against actually existing values and accepted 
by the purchaser shall not be subject under this 
section to any limitation based upon such capital 
and surplus; 

(2) Obligations in the form of drafts resulting 
from the sale of goods and drawn in good faith 
against actually existing values secured by shipping 
documents transferring or securing title to goods 
shipped or in precess of shipment shall not be 
subject under this section to any limitation based 
upon such capital and surplus; ; 

(3) Demand obligations drawn in good faith 
against actually existing values and secured by 
documents covering readily marketable non-perish- 
able staple agricultural products in_ process of 
shipment shall not be subject under this section to 
any limitation based upon such capital and surplus; 
but this exception shall cease to apply to such 
obligations after the process of shipment has been 
completed; 

“(4) Obligations in the form of notes, having a 
maturity of not more than six months, originally 
given in payment for commodities and owned by 
the person, corporation, association or co-partner- 
ship indorsing and negotiating the same shall be 
subject under this section to a limitation of 15 
per centum of such capital and surplus in addition 
to such 10 per centum of such capital and surplus; 

“(5) Obligations in the form of bankers’ ac- 
ceptances of other banks of the kind described in 
Section 13 of the Federal reserve act shall not be 
subject under this section to any limitation based 
upon such capital and surplus; . 

“(6) Obligations of any obligor in the form of 
notes secured by shipping documents, warehouse 
receipts, or other such documents transferring or 
securing title covering readily marketable non- 
perishable staples, when the market value of the 
staples securing the obligation is not at any time 
less than 115 per centum of the face amount of the 
notes secured by such documents and when such 
property is fully covered by insurance shall be sub- 
ject under this section to a limitation of 15 per 
centum of such capital and surplus in addition to 
such 10 per centum of such capital and surplus, 
but this exception shall not apply to obligations in 
the form of notes of any one obligor arising from 
the same transaction or secured upon the same 
staples for more than ten months in any con- 
secutive twelve months; 

“(7) Obligations of any obligor in the form of 
notes secured by shipping documents or instru- 
ments transferring or securing title covering live- 
stock, when the market value of the live-stock 
securing the obligation is not at any time less 
than 115 per centum of the face amount of the 
notes covered by such documents, shall be sub- 
ject under this section to a limitation of 15 per 
centum of such capital and. surplus in addition to 
such 10 per centum of such capital and surplus; 

(8) Obligations of any obligor in the form of 
notes secured by not less than a like amount of 
bonds or notes of the United States issued since 
April 24, 1917, or certificates of indebtedness of 
the United States, shall (except to the extent 
permitted by rules and_ regulations prescribed bv 
the Comptroller of the Currency, with the approval 
of the Secretary of the Treasury) be subject under 
this section to a limitation of 10 per centum of 
such capital and surplus in addition to such 10 
per centum of such capital and surplus; . 

“(9) Obligations of any obligor and of the kind 
described in Section 24 (b) of the Federal reserve 
act as amended, shall be subject to a limitation 
of 15 per centum of such capital and surplus in 
addition to such 10 per centum of such capital 
and surplus; except that obligations of the United 
States or general obligations of any State or of 
any political sub-division thereof shall not be sub- 
ject under this section to any limitation based on 
such capital and surplus.” 


Banks May Borrow Bonds 


ECTION 9. That Section 5202 of the 

Revised Statutes of the United States 
as amended be amended by adding at the 
end thereof the following language: 


“Fighth, United States bonds of all denomina- 
tions deposited with or procured by the association.” 


Section 10. That Section 5208 of the 
Revised Statutes of the United States as 
amended by amended by striking out the 
words “or who shall certify a check be- 
fore the amount thereof shall have been 
regularly entered to the credit of the drawer 


upon the books of the bank,” so that the 
section as amended shall read as follows: 


“Sec. 5208. It shall be unlawful for any officer, 
director, agent or employee of any Federal reserve 
bank, or any member bank as defined in the act of 
December twenty-third, nineteen hundred and 
thirteen, known as the Federal reserve act, to 
certify any check drawn upon such Federal reserve 
bank or member bank unless the person, firm, or 
corporation drawing the check has on deposit with 
such Federal reserve bank or member bank, at 
the time such check is certified, an amount of 
money not less than the amount specified in such 
check. Any check so certified by a duly authorized 
officer, director, agent, or employee shall be a good 
and valid obligation against such Federal reserve 
bank or member bank; but the act of any officer, 
director, agent, or employee of any such Federal 


reserve bank or member bank in _ violation 
of this section shall, in the discretion of 
the Federal Reserve Board, subject such 


Federal reserve banks to the penalties imposed 
by section eleven, subsection (h) of the Federal 
reserve act, and shall subject such member bank 
if a national bank to the liabilities and proceedings 
on the part of the Comptroller of the Currency 
provided for in section fifty-two hundred and 
thirty-four, Revised Statutes, and shall, in the 
discretion of the Federal Reserve Board, subject 
any other member bank to the penalties imposed 
by section nine of said Federal reserve act for the 
violation of any of the provisions of said act. 
Any officer, director, agent, or employee of any 
Federal reserve bank or member bank who shall 
willfully violate the provisions of this section, or 
who shall resort to any device, or receive any 
fictitious obligation, directly or collaterally, in 
order to evade the provisions thereof, shall be 
deemed guilty of a misdeameanor and shall, on 
conviction thereof in any district court of the 
United States, be fined not more than $5,000, or 
shall be imprisoned for not more than five years, 
or both, in the discretion of the court.” 


Signing Condition Reports 


ECTION 11. That Section 5211 of the 
Revised Statutes of the United States 
as amended by amended to read as follows: 


“Sec. 5211. Every association shall make to 
the Comptroller of the Currency not less than 
three reports during each year, according to the 
form which may be prescribed by him, verified by 
the oath or affirmation of the president, vice-presi- 
dent, cashier or assistant cashier of sucn association 
taken before a notary public properly authorized 
and commissioned by the State in which such 
notary resides and the bank is located, or any other 
officer having an official seal, authorized in such 
State to administer oaths, and attested by the 
signature of at least three of the direcors. Each 
such report shall exhibit, in detail and under 
appropriate heads, the resources and _ liabilities 
of the association at the close of business on any 
past day by him specified, and shall be transmitted 
to the Comptroller within five days after the re- 
ceipt of a request or requisition therefor from 
him, and in the same form in which it is made 
to the Comptroller shall be published in a news- 
paper published in the place where such association 
is established, or if there is no newspaper in the 
place then in the one published nearest thereto 
in the same county, at the expense of the asso- 
ciation; and such proof of publication shall be 
furnished as may be required by the Comptroller. 
The Comptroller shall also have power to call for 
special reports from any particular association 
whenever in his judgment the same are necessary 
in order to a full and complete knowledge of its 
condition.” 


Section 12, That Section 13 of the Fed- 
eral reserve act, paragraph four thereof, 
be amended to read as follows: 


“The aggregate of such notes, drafts and bills 
bearing the signature or indorsement of any one 
borrower, whether a person, company, firm, or 
corporation, rediscounted for any one bank shall 
at no time exceed 10 per centum of the unimpaired 
capital and surplus of said bank; but this restric- 
tion shall not apply to the discount of bills of ex- 
change drawn in good faith against actually exist- 
ing values nor to the discount of notes secured by 
not less than a like amount of obligations of. the 
United States issued since April 24, 1917.” 


Safe Deposit Business 
Legalized 


ECTION 13. That Section 13 of the 

Federal reserve act be amended by 
adding after paragraph ten thereof a new 
paragraph in the following language: 


“That in addition to the powers not vested by 
law in national banking assocations organized 
under the laws of the United States any such 
association may engage in the business commonly 
known as safe deposit business either by leasing 
receptacles on its premises or by owning stock in 
a corporation organized under the law of any 
State to conduct a safe deposit business located on 
or adjacent to the premises of such association; 
Provided, however, That the amount invested in 
the capital stock of any such safe deposit cor- 
poration by such association shall not exceed 25 
per centum of the capital stock of such association 
actually paid in and unimpaired and 25 per 
centum of its unimpaired surplus.” 


Section 14. That Section 22 of the Fed- 
eral Reserve Act, subsection (a), paragraph 
two thereof, be amended to read as follows: 


“Any national bank examiner, who shall accept 
a loan or gratuity from any bank examined by 
him, or from an officer, director, or employee 
thereof, or who shall steal, or unlawfully take, or 
unlawfully conceal or purloin any money, note, 
draft, bond, security or any other property of 
value in the possession of any member bank, or 
from any safe deposit box in or adjacent to the 
premises of such bank, shall be deemed quilty of 
a misdemeanor and shall, upon conviction thereof 
in any district court of the United States, be im- 
prisoned for one year or fined not more than $5,000, 
or both, and may be fined a further sum equal to 
the money so loaned, gratuity given or property 
stolen, and shall forever thereafter be disqualined 
from holding office as a national bank examiner.” 


Curbing False Rumors 


ECTION 15. That Section 22 of the 

Federal Reserve Act be amended by add- 
ing at the end thereof the following lan- 
guage: 


“(g) Whoever maliciously, or with intent to 
deceive, makes, publishes, utters, repeats, or circu- 
lates any false report concerning any national bank, 
or any State member bank of the Federal Reserve 
System, which imputes or tends to impute in- 
solvency, _or unsound financial _ condition, 
or financial embarrassment, or which may 
tend to cause or provoke, or aid in 
causing or provoking, a general withdrawal of 
deposits from such bank, or which may otherwise 
injure, or tend to injure the business or good will 
of such bank, shall be deemed guilty of a mis- 
demeanor and shall, upon conviction in any court 
of competent jurisdiction, be fined not more than 
$5,000, or imprisoned for not more than five 
years, or both. 

“(h) If two or more persons conspire to violate 
the above provision or to boycott, or to black-list, 
or to cause a general withdrawal of deposits from, 
or to cause a withdrawal of patronage from, or 
otherwise to injure the business or good will of 
any national bank, or any State member bank of 
the Federal Reserve System, and one or more of 
such parties do any act to effect the object of such 
conspiracy, each of the | ges 3 to such conspiracy 
shall be deemed guilty of a misdemeanor and shall, 
upon conviction in any court of competent jurisdic- 
tion, be fined not more than $5,000, or imprisoned 
for not more than five years, or both.” 


Section 16. That Section 24 of the Fed- 
eral Reserve Act be amended to read as 
follows: 


“Sec. 24 (a) Any national banking association 
may make loans secured by first lien upon im- 
proved real estate, including improved farm land, 
situated within its Federal reserve district or with- 
in a radius of one hundred miles of the place in 
which such bank is located, irrespective of district 
lines. A loan secured by real estate within the 
meaning of this section shall be in the form of 
an obligation or obligations secured by one mortgage 
or trust deed solely upon real estate when the 
entire amount of such obligation or obligations 
is made or is sold to such association. The amount 
of any such loans shall not exceed 50 per centum 
of the actual value of the property offered for 
security. Any such bank may make such loans 
only when the aggregate amount of such loans 
held by it or on which it is liable as endorser or 
guarantor or otherwise does not exceed a sum 
equal to 25 per centum of the amount of the 
capital stock of such association actually paid in 
and unimpaired and 25 per centum of its unim- 
paired surplus fund, or to one-half of its time 
deposits, subject to the general limitation contained 
in Section 5200 of the Revised Statutes of the 
United States. Such banks may continue _here- 
after as heretofore to receive time deposits and 
to pay interest on the same 
_ “(b) Any national banking association may, sub- 
ject to the limitation contained in Section 5200 
(9) of the Revised Statutes of the United States. 
engage in the business of purchasing and selling 
obligations evidencing indebtedness of any person, 
copartnership, association or corporation in the 
form of bonds, notes, debentures and obligations 
of whatsoever nature commonly known as invest- 
ment securities.” 
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Turnover of Deposits a Measure 
of Business Activity 


By CARL SNYDER 


Activity of Bank Deposits, the Ups and Downs in the Rate of 
Turnover of Average Deposits, Is Found to be a Sensitive Barom- 
eter of General Business and Likewise a Measure of the Vari- 
ations:in the Volume of Trade Between Boom and Depression. 


LMOST every observant banker has 
noted that in times of prosperity, 
or “boom,” as say in 1919-20, and 
again in the earlier part of last 

year, the rate at which his deposits are 
checked out, and in, sensibly increases. And, 
in the same way, in times of serious depres- 
sion, as in 1921, or 1914, or 1908, the rate 
of deposit activity markedly declines. 

It is not merely that the actual amount, 
or “volume,” of his deposits rises or falls, 
but also that the number of checks drawn 
against the average deposit goes up and 
down in a very notable way. Clearly this 
rise and fall afferds some kind of measure 
of “business activity,” or “trade,” as well; 
and it is rather curious that there should 
have been little effort to perfect this into 
a real barometer of business before. 

But until very recently the requisite ma- 
terials were lacking. It is true that we 
have had valuable figures as to bank clear- 
ings running back nearly half a century, 
and also that we have in this country un- 
doubtedly the most complete and detailed 
figures as to banking conditions, resources, 
deposits, etc., of any country in the world. 
Even England, the great parent nation in 
the development of checkable deposits bank- 
ing, has nothing near so good. 


Providing An Up-to-Date 
Barometer for Business 


UT even here the most that was really 
available would have been an annual, and 
perhaps some sort of a quarterly, figure; and 
what the business man requires :n a business 
barometer is, of course, something right up 
to the minute, if possible, and not the some- 
what belated figure as to last year, or a 
previous quarter. It was not until the Fed- 
eral Reserve Board began the publication 
of weekly reports from about 800 leading 
hanks in 100 selected cities that the making 
of such an index really became possible. 
With’ this the Board, at the same time, 
undertook the compilation of bank clear- 
ings in a new form. This was the actual 
amount of debits to individual accounts 
in each reporting bank, and not just the 
amount of checks passing through the clear- 
ing house. Although the total amount of 
such debits was found to differ but little, 
generally, from ordinary bank clearings, it 
was worth while knowing definitely that 
they did usually vary but little. Also, at 
times there are quite notable differences be- 
tween the two sets of figures. 


But the weekly reports from the 800 
member banks were from 100 cities only, 
while the compilation as to bank clearings, 
or, aS we now Say, debits to individual ac- 
count, was made up from 141 cities, which 
seemed to make any comparison of average 
deposits and the amount of checks drawn 
against them quite untrustworthy. So, sev- 
eral years ago, the Federal Reserve Bank of 
New York began the compilation of the 
reports from eight selected cities, stretch- 
ing straight across the country. These eight 
cities were New York, Boston, Chicago, San 
Francisco, Buffalo, Rochester, Syracuse and 
Albany. The aim in this selection was to 
secure a good sampling or cross section, 
both geographically and as to the size of 
the cities. These compilations have been 
printed from time to time in the Monthly 
Review of Credit and Business Conditions, 
published by the bank. 

The method followed was simply, in effect, 
to take the total clearings, or debits, for 
each month in each city and divide these by 
the average amount of demand deposits in 


Aid In Planning 


66THE railroads, and similar 


basic enterprises, might 
derive a great advantage from 
undertaking their new construc- 
tion and plant expansion in times 
of depression, and thus be pre- 
pared for the expansion of busi- 
ness which comes, almost invari- 
ably, after these periods. But few 
of them do. * * * 

One reason, and perhaps the 
chief reason, for this is that we 
have hitherto lacked precisely 
this definite knowledge of the 
state of business which we now 
possess. Misled by rising or fall- 
ing prices, and other false ap- 
pearances, the shrewdest of great 
enterprisers have often been as 
badly misled as the average man. 
This breeds caution and fear. 
With this new knowledge they 
may now plan with a degree of 
confidence hitherto impossible.” 

—Carl Snyder. 
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the reporting banks. This gave the monthly 
rate of turnover, or, as the economists say, 
“velocity” of demand deposits. 

Actually an allowance was made for the 
very slow turnover of time deposits, and 
for the influence of the “float,” the amounts 
due to and due from other banks. But 
this did not sensibly affect the result. 

We now have five full years of these 
computations, running back to January of 
1919, and can compare the results. Even 
a casual inspection of the charted figures 
revealed a very strong seasonal swing in 
most of the cities. The rate of activity 
sensibly rose in the spring, fell somewhat 
throughout the summer months, and then 
rose still higher in the fall. This swing 
was so characteristic and regular that it 
was possible to compute an index of sea- 
sonal variations, as it is called, by means 
of which allowance could be made for this 
seasonal influence. The results for the 
eight cities are set forth in an accompany- 
ing chart. 

With this regular seasonal swing re- 
moved in this way, it was then possible to 
determine just what were the variations due 
to changing business conditions—what we 
have now come a little glibly to describe as 
the “business cycle.” It was clearly evident 
that, quite apart from any seasonal influences, 
the rate of turnover was much higher in 
1919 and the fore part of 1920, and very 
much reduced throughout 1921, with a sharp 
recovery through 1922 and into 1923. 


New York and Other Cities 


AVING the figures in this form it was 

a very simple matter to combine these 
into a composite or average. But pretty 
clearly the rate of turnover in New York 
City was vastly more important than, for 
example, in Syracuse or Albany. In point 
of fact until very recently the clearings, or 
debits, reported from New York City alone 
were usually nearly half of all the clearings 
in all the reporting centers of the whole 
country. Evidently, to strike a good av- 
erage, a great deal more weight should be 
given, therefore, to the New York City 
rate of turnover. 

It has been very roughly estimated that the 
total clearings reported from the 141 clear- 
ing cities represent something like two- 
thirds the total amount of checks drawn 
against all the deposits in all the banks of 
the United States. This makes New York, 
then, about one-third of the total. If, now, 


we could assume that the seven cities out- 
side of New York were a fairly good sam- 
ple of the whole country, then a proper 
weighting would be something like two to 
one for the country as against New York 
City alone. Accordingly this was done, and 
thus a “weighted average” for the eight 
cities made up. 

[Inspection of this composite line showed 
that, for the five years for which the fig- 
ures are obtainable, there was no percep- 
tible secular trend, that is, no steady in- 
crease or decrease. So it was possible to 
take just a simple average of the figures for 
these five years and compute the deviation, 
month by month, from this, five-year av- 
erage base, or “normal.” The result is set 
forth in the second chart. It showed that 
there was a very distinct rise and fall, each 
running through a series of months cor- 
responding to general business activity. 

But how closely did it correspond, and 
what measure have we for the corre- 
spondence ? 

[In the December number of this JouRNAL 
| gave an account of “A New Measure 
of Business,” which we have been for sev- 
eral years developing at the bank, endeavor- 
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ing to express the conditions of business, 
or, as we called it, the volume of trade, 
in terms of the computed normal rate of 
growth, or, as one may say, the trend of 
past years. The idea of this was to get 
something more definite about business con- 
ditions than the usual vague and often quite 
unreliable reports of “good,” “poor” or 
“about normal,” which had hitherto been the 
stock in trade of the business reporters. 

The reason for this was that actual test 
had shown that the average business man, 
in reporting on the state of his own busi- 
ness, was usually thinking about his rate of 
profits and not of the actual quantity or value 
of the goods produced or distributed or sold. 
Business would be reported “poor” when 
profits were low, even when the actual vol- 
ume of goods handled was high; and, cor- 
respondingly, as “fine,” even when the ac- 
tual volume of production or shipments or 
sales was declining. 


Fifty-six Lines of Business 


gmc new index of the volume of trade 
included indexes of fifty-six different 
lines of industrial and commercial activity, 
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ranging through all the various fields of 
production, primary distribution in whole- 
sale trade and the like, distribution to the 
consumer, general business and financial ac- 
tivity, and even of speculation in grain, 
cotton and stock shares. 

These fifty-six different series were in- 
dependently computed, each as a percentage 
of its normal rate of growth through past 
years, and these percentages then combined 
in a weighted average. As quite a number 
of: these series were obtainable only back 
to 1919 or a little before, it was possible 
to make up this large composite only for 
the past five years. 

Now, of course, one might say that if 
these fifty-six -different series—and they 
were a quite remarkable variety—afforded 
a fine sampling of the total business activ- 
ity of the country, and if, as we know, 
some 90 per cent or more of the total pay- 
ments or exchanges of the country are made 
by means of bank checks, then one might 
reasonably expect that there would be a 
rather close correspondence between the 
weighted average of all these different series 
and the average rate of turnover of bank de- 
posits, The two ought probably to swing to- 
gether. But would this be true by single 
months, and would it be true as to the per- 
centages of variation? 

Even with large expectations the results 
of the comparison were quite astonishing. 
The index for the volume of trade, the 
weighted average of fifty-six different series, 
showed, for example, a high point in the 
1919-’20 boom in July of 1919. This was 


a very disconcerting result, because prices 
and bank clearings and other familiar, mis- 
named “barometers” of business activity did 
not reach their peak until at least ten months 
thereafter, that is, in May of 1920, or still 


later. And, again, the index of the volume 
of trade showed a low point in January of 
1921, while commodity prices and stock 
prices and bank clearings, etc., went on de- 
clining for months or, in some cases, a year 
thereafter. Finally the new index showed 
general business back to the computed nor- 
mal in March of 1922, although most of the 
“barometers” did not show this until the 
latter part of the year. 


It was inevitable that a number of those 
who were shown the new index and studied 
these results felt certain it must be all 
wrong. But here was the sequel: 

When the variations in the turnover of 
bank deposits in the eight selected cities 
were plotted, in percentages of change from 
the five-year average, it was found that the 
highest rate of turnover, in the 1919-’20 
boom, also came in July of ’19, exactly as 
in the index of the volume of trade, and 
thereafter showed a steadily sagging ten- 
dency, just as did the other index, even 
though prices went on rising and bank de- 
posits and bank clearings went on expand- 
ing for ten months or more thereafter, at 
an enormous rate. 

The low point in the rate of turnover in 
these cities did not come in the same month 
as in the volume of trade, but it was not 
far away; and the line was back to the 
normal, or five-year average, at the be- 
ginning of 1922, in just the same way, and 
then reached a new peak in March of 1923, 
exactly as did the index of trade. Ina word, 
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the correspondence could scarcely have been 
closer. 

Nor was this all. Both in percentage of 
rise above and fall below the five-year av- 
erage, the rate of turnover was the same 
as the variation in the volume of trade, 
that is to say, about 10 per cent above and 
10 per cent below the normal or average 
rate. At its peak in 1923 it went a little 
higher, again exactly as did the index of 
trade. 


An Additional Experiment 


LL this was, of course, a very gratifying 
confirmation; but it still remained that 
these rates of turnover represented only an 
average of eight cities, and there was room 
for question as to whether these eight cities 
were an accurate sampling of the whole 
country, and therefore whether the aston- 
ishing correspondence related above was not 
to some extent accidental. Therefore, we 
tried a further experiment. As we were 
not greatly interested in the actual figure for 
the rates of turnover, but simply in the va- 
riations of the rate, the rise above and 
decline beneath the average, we took the 
clearings in the 141 cities and divided these 
by the demand deposits in the 800 report- 
ing banks, eliminated the seasonal swings 
in the usual way, and then took the per- 
centages of variation from the five-year av- 
erage, just as in the eight selected cities. 
The results are shown in the accompany- 
ing chart. It will be observed that, for 
the most part, alike in time and in the per 
cent of deviation, the two results are so 
close that the two lines often coincide. A 
further curious result, which was more or 
less of a “happenchance,” was that the ac- 
tual average rate of turnover in the weighted 
average of the eight cities and the average 
for the 141 cities were very nearly the same. 
It seems allowable to conclude, there- 
fore, first, that the original eight cities were 
an excellent sampling of the whole coun- 
try, and, secondly, that the index so ob- 
tained is an excellent index of business ac- 
tivity, or state of trade, and that, having 
these two mutually confirmatory indexes or 
“barometers,” the rate of deposit turnover 
and the index of the volume of trade, we 
are now in a position to describe the state 
of business in terms of percentages of nor- 
mal growth, and not merely in vague, often 
conflicting and generally quite unreliable 
general phrases. 

But was it possible to give this conclusion 
yet a further clinch? 

Theoretically bank clearings also should 
be an excellent index or barometer of trade, 
and prior to the war they were so regarded 
and so employed. But with the great in- 
flation of prices which seems to be the 
invariable consequence, not necessarily of 
war, but of the usual methods of war finance, 
the figures for bank clearings lost all mean- 
ing. With prices of every kind rising to 
100 per cent and more above the pre-war 
level, the nominal amounts of bank clear- 
ings rose correspondingly. And when the 
bubble of inflation was pricked and the 
general level of prices fell to nearly half 
the extreme point reached, the figures 
for bank clearings fell correspondingly. In 
fine they had become no measure of business 
at all. 

Was it possible to make proper allowance 


for this change in the general level of prices? 
Making a very crude analysis of the vari- 
ous payments entering into bank clearings, 
we made up a weighted average of different 
price indexes, for commodity prices at whole- 
sale, and wages, and retail prices, and rents, 
and the various factors entering into the cost 
of living. This new weighted price index 
we may call the general price level, as con- 
trasted with an index of prices at wholesale, 
like the Bureau of Labor, Bradstreet’s and 
the like, which we now know are very far 
from being very reliable indexes for such 
a purpose. With this new index we were 
able to obtain a corrected line for bank 
clearings whose variations from the trend 
of past years likewise corresponded very 
closely with our index of the volume of 
trade; in other words, a third independent 
measure of business activity, whose validity 
could be checked by comparison with two 
other computations. 


It may be objected that this third barom- 
eter is not really an independent index; but 
the facts are that, correcting bank clear- 
ings by this means, we obtain a line of 
trend or growth which continues without a 
break and straight through the war and all 
the tumultuous five years since the war, the 
same even curve of growth that we obtain 
for the preceding thirty or forty years. 
And the rate of this growth corresponds 
very closely through this period with the 
known average rate of growth in all kinds 
of production and industrial activity, that 
is, an average increase of very close to 3% 
per cent per year. 

Further, correcting by this index, we ob- 
tain a line for bank clearings whose varia- 
tions correspond with those of the volume 
of trade, not only in time, i.e., by months, 
but likewise in percentages of deviation from 
the base line or normal. This can scarcely 
be an accidental result. 
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What It Will Do for 
Business 


T would seem then as though all this 

suggests, with a reasonable certainty, 
that a reliable index of business conditions. 
or the state of trade, expressed in numeri- 
cal percentages, has now been achieved; 
in a word, that we need no longer guess 
or suppose or trust to vague reports and 
gossip. We can measure trade as we meas- | 
ure rainfall, population, births and deaths. 
crops, the production of pig iron or but- 
ter and cheese. 

But it may be asked: What is the good 
of it? To the present writer the possibili- 
ties seem very great. Let me cite a few: 

In the trying days after the war there 
was a very serious conflict of opinion as to 
whether the business boom in 1919-1920 and 
the great rise in prices was a solid expan- 
sion or just a riot of inflation. Many hon- 
estly believed and preached that the rise 
in prices was due to “underproduction” and 
“the inefficiency of labor.” 

It seems fairly clear from three inde- 
pendent indexes that, as already noted, the 
apex of business activity and the actual 
volume of trade came in the middle of 1919, 
and the great rise of prices was, therefore. 
almost pure inflation. If we had then had 
this definite knowledge, almost certainly we 
could have curbed much of this inflation and, 
therefore, greatly mitigated the profound 
collapse which followed, with all its at- 
tendant unemployment, business failures, 
enormous losses and general distress. 

And, correspondingly, we now have evi- 
dence that the total volume of trade rarely, 
in a depression, sinks much more than 10 
per cent below the base line or normal 
trend of growth. With this knowledge we 
may now, in a depression, build with a 

(Continued on page 482) 
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Safer Credits by Crop Contracts 


By GEORGE H. BELL 


Cashier, Planters Bank & Trust Company, Nashville, Arkansas 


Arkansas Bank Gains Diversification on Farms by Stipulating 
Acreages to Be Planted in Different Crops. Seeks to Free Small 
Planter from Incubus of Heavy Debts against Future Produc- 
tion. Borrower Is Required to Be Depositor to Procure Loan. 


HE faults of our credit system usual- 
ly show up during a crisis such as 
1920. During that year commodity 
prices were still very high, the habit 
ef spending still had a strong hold upon 
our people, and the cost of the crop raised 
reached astonishing and alarming totals. 
Our bank is located in a thickly settled 
section of southwest Arkansas composed of 
small farms, and a large part of our busi- 
ness is handled direct with these small farm- 
ers, who are depositors as well as borrow- 
ers. The crops are financed by loans from 
the bank to the farmers, usually secured by 
crop and stock mortgage, personal endorse- 
ment or other collateral, and it is a rule that 
in the spring—usually in March and April— 
these farmers come into the bank and 
arrange for the amounts they think will be 
necessary to finance their affairs until the 
cotton crop is marketed. We started the 
year 1920 with the usual agreements, but 
quickly found that the credits we had already 
extended were rapidly being exhausted, and 
our customers returned to us for more credit 
with the threat of abandoning their crop if 
it were not extended. The only thing left to 
do was to extend more credit. In a month 
or so the same operation was repeated, and 
in many cases we increased our loans to 
farmers the third and fourth time. Many 
were delinquent for a part of their debt when 
fall came around, and it took careful nursing 
of the situation to finally collect all of these 
loans. 


Adopting the Budget Idea 


HIS uncomfortable situation led us to 

investigate rather thoroughly how the 
farmer was spending the money loaned to 
him. We found that in many cases he was 
paying old accounts to merchants, with the 
understanding that the money so paid would 
be replaced with goods by the merchants— 
at credit prices—during the year. This left 
the bank with the first mortgage upon the 
crop and stock, but with the necessity of 
advancing more money to meet the cash 
needs of its customers. We, therefore, de- 
cided upon a budget system with each of our 
customers. By carefully going over the mat- 
ter with each individual, and by having a fair 
knowledge of the cash needs per farm fam- 
ily, we inaugurated a line of credit plan 
in which the bank proposed and agreed to 
lend to the farmer each month an agreed 
sum of money, to be spent for the financing 
of his crop and for no other purpose. By 
holding these sums down to an amount cov- 
ering the approximate needs per farm fam- 


ily, we felt sure that the money would ac- 
tually go into the farm operations and 
would not be spent for luxuries or for old 
debts or speculation. 

The plan, while presenting a great deal 
of trouble at the outset on account of the 
necessity of explaining the reasons for it 
and getting the farmer to agree to it, has 
worked admirably and has resulted in the 
raising of crops with a minimum amount 
of debt against them. 

We require the borrower to be a depositor 
of the bank. Although we do not demand 
an average daily balance throughout the 
year, we do insist upon his depositing with 
us the proceeds of his crop during the fall 
season — even though the deposit remains 
only a few days. We say to him that his 
money is for the payment of his debts, the 


OF 
as follows: : 


Cash: 


‘This line of credit is extended by the Planters Bauk 
and Trust Company, Nashville, Arkansas, to me, 
upon the express warranty made by me to the-Plaat- 
ers Bank and Trust Company, Nashville, 


other crops; and that I am to use fertilizer te the - 


amount 

per acre on Corn. : 
This the... OF 192. 
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purchase of his necessities, but he must be 
a depositor to be entitled to credit in the 
spring of the following year. On each 
note made from the day he signs it until 
repaid we charge him interest. It is esti- 
mated that we lose possibly 10 to 15 per 
cent of the interest that we would charge 
under the old plan of financing. The han- 
dling of a great many small notes—each 
customer having from four to six—makes 
an expensive operation of this kind of busi- 
ness, but we are compensated for our time 
and trouble when the farmer is able to 
pay us promptly in the fall and have a 
comfortable surplus left from the proceeds 
of his year’s work. Under this plan farm- 
ers will pay from $5.50 to $6.50 in interest 
per $100 used, which fact we stress. We 
say to them that we are not attempting 
to make money by lending them money, but 
we do expect to make money out of their 
deposits, which is a vital part of our plan. 


Fixing the Planted Acreages 


E further agree with the farmer on 

the acreage of cotton he is to plant 
and also the acreage of corn, as well as the 
number of pounds of fertilizer per acre he 
proposes to use. All of these details are 
set out in our contracts, which are designed 
as original and duplicate, to be used with 
carbon paper between, the duplicate to be 
delivered to the customer and the original 
to remain with us as our contract. This 
gives a clear statement to him of the amount 
of money he has agreed to use during the 
crop months, the crops he is to plant and 
the fertilizer he is to use. 

We further propose to have an officer of 
this bank call upon each customer at least 
once during the crop season to see that the 
agreed acreage is planted to cotton and corn. 
By finding from whom he purchased his 
fertilizer, the number of pounds of fertilizer 
used may also be ascertained. 


Retaining Control of Credits 


Wé do not propose to make this contract 
cause trouble with our customers, but 
in cases where we find that they have vio- 
lated its terms in a way that would endanger 
our loan, we will be in position to have such 
customer correct his fault or strike him 
off our credit list the following year. By re- 
taining control of our credits in this way we 
have impressed upon our customers the great 
value of a budget system. The fact that 
we have approximately 1600 farmers do- 
ing business with us seems to be proof that 
(Continued on page 535) 
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Fear of Adverse Railroad Legisla- 
tion Detrimental to Prosperity 


By F. N. SHEPHERD 


Executive Manager, American Bankers Association 


Large Investments of Private Capital Needed for Construction 
and Extensions to Keep Pace With the Demands of Business 


and the Increase of Population. 
Perilous Venture. 


MONG the factors upon which the 
continued prosperity of the Nation 
rests none is more fundamental 
than adequate railroad service. 

There has been no more important agency 
in the rapid development of the United 
States during the past seventy years than 
the private initiative and investment which 
have rapidly built railroads into new terri- 
tory and have provided transportation fa- 
cilities commensurate with the growing ne- 
cessities of the population. The population 
of the country is still increasing rapidly, 
and there are now urgently required fur- 
ther large contributions of capital to make 
possible the railroad construction and ex- 
tensions needed, but the existing situation 
is such that it is by no means certain that 
this capital will be forthcoming from pri- 
vate investors. The reason is well known. 
The railroads have been brought within 
the field of political controversy and are 
so far under the restriction of Federal and 
state control that the investor has lost con- 
fidence and fears that official regulation 
may take such an unfavorable turn as to 
render his investment unprofitable. Unfor- 
tunately, there is only too much reason to 
expect such a development, in view of the 
avowed purpose of certain legislators to 
attack existing laws and modify them to the 
detriment of the railway interests. 


Valuation of Railroads 


Gung interstate railroads are now operat- 
ing under the so-called Esch-Cummins 
Transportation Act of 1920, which limits 
the returns of the roads to 534 per cent 
of the official valuation of the lines, fixed 
tentatively at $18,900,000,000. This valua- 
tion, reached by the Interstate Commerce 
Commission, after years of intensive inves- 
tigation, is being bitterly challenged as far 
too high; although, as may be seen from 
the following analysis, it can scarcely be 
said to err on the side of liberality to the 
roads, 

There are approximately 400,000 miles of 
track in the United States, and at $25,000 a 
mile, its value would be $10,000,000,000. 
That this is a very modest estimate is in- 
dicated by the fact that the Department 
of Agriculture gives the average cost of 
a mile of improved highway today on a 
road without rails, ties, tunnels, trestles and 
with relatively infrequent bridges at about 


$36,000. There are 69,000 locomotives, 
which, at $20,000 each, would be worth 
$1,380,000,000. The 6000 bought in the last 
two years have cost an average of about 
$60,000 each. There are are 2,400,000 freight 
cars, and these, at $1,000 each, are worth 
$2,400,000,000. The average cost of a 
freight car today is $2,500. Add 57,000 
passenger cars, at $10,000 each, or about 
one-third the cost of all steel cars, and we 
have already a total of $14,350,000,000, or 
more than $2,000,000,000 in excess of the 
total value which some advocates of rail- 
road regulation are willing to allow to the 
roads. 

But to this sum should be added the value 
of stations and terminals, yards, signals, 
roundhouses, shops, machinery, water supply, 
power plants, elevators, docks, coal pits and 
other items, such as material and supplies, 
of which it is estimated the railroads must 
keep on hand at least $500,000,000 worth. 


Closely Interwoven 


6OTTHE funds held by savings 
banks and other institutions 
which perform similar services, 
as well as the assets behind the 
many millions of insurance poli- 
cies are largely represented by 
investments in railroad securities. 
Five of the largest life insurance 
companies, for example, have one 
and one-third billion dollars in 
such securities, or about thirty 
per cent of their total assets. 
Thus, the question of the credit 
of the railways is closely inter- 
woven with the economic and fi- 
nancial structure of the nation 
and any influences adverse to 
their credits have a far-reaching 
reaction upon innumerable inter- 
ests. The efforts which are being 
made to hamper and burden the 
roads tend to create distrust and 
uneasiness amongst these entire- 
ly legitimate interests which have 
every right to expect reasonable 
protection.”—F. N. Shepherd. 


Government Ownership a 
Fundamentals in the Railroad Situation. 


In more than 1000 cities and towns of the 
United States stations and terminals cost 
in excess of $1,000,000 each. This additional 
property is probably worth $10,000,000,000, 
and could not be duplicated today for any- 
thing like that amount. These estimates, 
which are so clearly justified by conservative 
present valuations, amount to nearly $3,- 
000,000,000 more than the official estimate 
of the Interstate Commerce Commission, 
which was based on costs and prices up to 
1914. 


Recent Earnings of the Roads 


N 1920 the railroads had practically no 

net earnings. In 1921 they earned about 
3 per cent on the Interstate Commerce Com- 
mission’s tentative minimum valuation. In 
1922 they earned 4 per cent, and in 1923, 
it is estimated, not quite 5 per cert. 

Yet the railroads have attained new lev- 
els of efficiency during this year. In re- 
cent months they have moved an unpre- 
cedented volume of commodities, and 
instead of a shortage of equipment, there 
has been, even at the peak of the fall move- 
ment, a surplus of available cars. The high 
degree of efficiency represented by the 
prompt movement of this record traffic was 
made possible by recent heavy expenditure 
for repairs and for expansion of facilities 
made in anticipation of the growth of the 
country’s transportation requirements. This 
extraordinary outlay has been in accordance 
with a comprehensive plan formulated early 
in 1923 by executives of the railroad com- 
panies, who foresaw the large traffic de- 
mands of the summer and fall. 


Expansion and Development 
Program 


Bienes program to provide adequate trans- 
portation, approved in April by the 
American Railway Association and the As- 
sociation of Railway Executives, set forth 
definite undertakings to which the roads 
pledged themselves. The objectives included 
a reduction by Oct. 1 in the number of 
freight cars awaiting repairs to 5 per cent 
of the total, and of locomotives awaiting 
heavy repairs to 15 per cent; an increase 
in the daily average movement of cars to 
thirty miles, and a growth in average load- 
ings to thirty tons. 

Although the first of these objectives 
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was not reached, the proportion of freight 
cars awaiting repairs was reduced from 9 
per cent on April 1 to 6.6 per cent on Nov. 
1. The second objective was reached in 
August, and the number of locomotives 
awaiting heavy repairs on Oct. 1 consider- 
ably bettered the objective, having been re- 
duced to 13.7 per cent of the total, as com- 
pared with 19.8 per cent on April 1. Distinct 
advances in both the loading and the move- 
ment of cars have also been made over the 
records of 1921-1922. In addition to the 
progress the railways have made in the 
fuller utilization of their equipment, they 
have achieved significant additions to their 
facilities. During the first ten months of 
this year 155,872 new cars and 3371 new 
locomotives were placed in service. 


The Return on the Investment 


expenditures represented by this 
growth in facilities have been burden- 
some. The additional capital has been raised 
largely through borrowing, although the 
credit of the carriers has been affected ad- 
versely by restrictions which have not per- 
mitted adequate earnings. Although in- 
dustries in general have been able, for two 
years, to show profits not lower than those 
which characterize periods of prosperity, 
the railroads as a whole have not been able 
to maintain their earnings at the level equal 
even to the prescribed “fair return” of 534 
per cent on the tentative Interstate Com- 
merce Commission’s valuation. In the first 
nine months of 1923, the earnings of Class I 
railroads represented, on an annual basis, a 
return of 5.27 per cent on property value, 
as compared with 3.96 per cent in the pre- 
ceding months of 1922. Since the expiration 
of the Goverrfment guaranty in September, 
1920, the average annual return on property 
value has been about 4 per cent. 

Despite this record of increased efficiency 
on the one hand and continuing inadequate 
earnings on the other, the agitation for re- 
duction in rates persists, especially in rates 
on farm products. Such a reduction is re- 
garded as the readiest means of bringing 
relief to this or that group of farmers 
whose products have been for a time rela- 
tively depressed in price. 


Increasing Costs 


HE demand of the Railway Brotherhood 

for 20 per cent increase in wages, prac- 
tically amounting to a restoration of the peak 
scales of 1920, threatens a material increase 
in operating costs. Thus the earning power 
of the carriers is threatened from both 
directions. 

Anticipating an effort on the part of radi- 
cal elements to annul the Transportation 
Act at the present session of Congress, rail- 
road executives are properly laying their 
case before the public, emphasizing the fact 
that the railroads are owned by their se- 
curity holders who must thus act for their 
own protection against the influences seek- 
ing to bring about adverse legislation. More- 
over, the funds held by savings banks and 
other institutions which perform similar ser- 
vices, as well as the assets behind the 
many millions of insurance policies, are 
largely represented by investments in rail- 
road securities. Five of the largest life in- 
surance companies, for example, have one 
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and one-third billion dollars in such securi- 
ties, or about 30 per cent of their total as- 
sets. Thus the question of the credit of 
the railways is closely interwoven with the 
economic and financial structure of the Na- 
tion, and any influences adverse to their 
credits have a far-reaching reaction upon 
innumerable interests. The efforts which 
are being made to hamper and burden the 
roads tend to create distrust and uneasi- 
ness among these entirely legitimate inter- 
ests, which have every right to expect rea- 
sonable protection. 


Freight Rates 


HE railroads of the United States are 
today receiving an average income of 

1.1 cents for hauling a ton of freight one 
mile. In 1914 they averaged 34 of a cent 
per ton per mile. Thus the general return 
for freight today is 46 per cent higher than 
in 1914. This 46 per cent increase may 
reasonably be compared with the general 
average of commodity values, which is 
57 per cent above that of 1914, and with the 
cost of living, which has increased approxi- 
mately 64 per cent above 1914, a comparison 
which discloses no abnormal increase in 
the costs of transportation to the public. 

The increase in railway wages has been at 
a far higher rate. The revenue per pas- 
senger mile is just under three cents. These 
rates for both passenger and freight service 
are notably lower than the rates for sim- 
ilar service upon the railroads of most 
foreign countries. 

A comparison of freight rates in this and 
other countries is clearly to the advantage 
of the American railroads. In 1921 the 
receipts per ton mile on the railroads of 
the United Kingdom were 4.16 cents, in 
Sweden 4.66 cents, in Norway 5.34 cents, and 
in Switzerland in 1920 6.15 cents. Further- 
more the relatively greater comfort, speed 
and efficiency of American railroads, as com- 
pared with those of most other countries, 
has long been recognized: 


Construction Costs 


N large measure the construction of the 

railroads in this country has been con- 
ducted so efficiently that the capital costs 
per mile of road have been far lower than 
in many other countries. In 1920 the capital 
cost per mile of road for the railroads of 
the United States was $68,787, as compared 
with $186,394 for France, $279,427 for Ger- 
many, $141,244 for Switzerland, $274,605 
for the United Kingdom, $80,504 for Den- 
mark, and $111,156 for Japan. Capital costs 
are lower per mile in China, India and Siam, 
and in South Africa, where labor costs are 
extremely low. 


Importance to the Nation’s 
Life 


HE vital dependence of our entire eco- 

nomic organization upon railway trans- 
portation is clear; there can be no sustained 
prosperity without prosperous railroads and 
efficient service by them. Next to agricul- 
ture, the railroads represent the country’s 
largest industry. Outstanding railway capi- 
tals, stocks and bonds, exceeds $20,000,000,- 
000. Railroad securities represent probably 
about one-fifth of the total of American 
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corporate securities. Railroad stocks con- 
stitute more than one-third of the total 
stocks listed on the New York Stock Ex- 
change, and railroad bonds more than one- 
half the total listing of bonds, other than 
those of the United States Government, the 
sum of the railroad securities in the hands 
of the public exceeding $17,000,000,000 in par 
value. 

The aggregate length of lines in the coun- 
try exceeds 250,000 miles, or more than one- 
third of the world’s total railroad mileage. 
The roads normally give employment to about 
2,000,000 workers. In 1921 their traffic ex- 
ceeded 300,000,000,000 ton miles of revenue 
freight and 37,0000,000,000 passenger miles. 
It is estimated that on the average on a 
given day the value of freight in transit 
is about $2,500,000,000. 

The increasing dependence of the Ameri- 
can people upon railways, notwithstanding 
the rapid development of other means of 
transportation, is shown by the fact that, 
while the population increased 68 per cent 
from 1890 to 1920, the ton mileage of the 
railways increased 443 per cent; passenger 
miles increased 300 per cent, and investment 
in road and equipment increased 156 per 
cent. It will be noted that the growth of 
the volume of freight traffic was nearly three 
times the increase in capital investment. 


The Future Status of the 
Railroad 


URING recent years the aggregate earn- 

ings of the roads have not been suffi- 
cient to induce the investment of capital 
necessary to keep them adequately prepared 
to handle the growing volume of traffic. 
Further, the Government control of rate- 
making is such as to prevent the railroad 
companies from obtaining large enough 
earnings, in years of general prosperity, to 
balance the more usually meagre earnings 
during years of general business depression. 
Unlike private industrial enterprises, rail- 
roads are not permitted to take advantage 
of conditions by charging all that the traffic 
will bear. 

The principle of a fair return on invested 
capital has now, however, been given stat- 
utory authority, and the Interstate Com- 
merce Commission is authorized to determine 
from time to time what is a fair percentage 
return on the value of the property used in 
transportation services and to prescribe rates 
and fares accordingly. The persistent prob- 
lem of how to permit the least favorably 
situated but useful and necessary carriers 
to earn a fair return without, at the same 
time, causing excessive earnings by others 
has been met in part by the provision for 
the so-called recapture of excess earnings. 
One-half of the net earnings of a carrier 
in excess of 6 per cent is to be paid to the 
Commission to be used as a contingent re- 
volving fund from which the railroads may 
borrow, or which may be used in other 
ways for their benefit. The other half of 
the excess earnings may be retained by the 
carrier, but this share must go first to the 
building up of a reserve fund until this 
equals 5 per cent of the road’s property val- 
uation. Thereafter the carrier’s share of the 
excess earnings may be used at its discre- 
tion. 

Fortunately, there is further evidence of 
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a growing appreciation of the realities of 
the railroad situation in the provision of 
the Transportation Act forthe voluntary 
consolidation of the railroads into a few 
systems in accordance with a plan to be 
prepared by the Interstate Commerce Com- 
mission, A tentative plan for the grouping 
of the roads into nineteen systems has, in 
fact, already been outlined, but it is evident 
that so sweeping a readjustment as the com- 
binations proposed can only be effected after 
long and careful discussion, and it is by 
no means certain that the carriers themselves 
can reach an agreement upon such groupings. 

However, even if an attempt to group the 
roads into a small number of systems should 
be made, a great forward step has been 
taken in recognizing that undue reliance 
upon forced competition should be aban- 
doned. The interests of the public would 
seem now to be fully protected by the control 
given to the Interstate Commerce Commis- 
sion over earnings, the division of traffic, and 
the issue of securities of interstate rail- 
roads. 

A problem which does not yet appear to 
have been solved satisfactorily is that of 
methods of handling questions of wages and 
working conditions. The present Railroad 
Labor Board works independently of the 
Interstate Commerce Commission, the for- 
mer dealing with the principal item of rail- 
road costs, while the latter fixes rates and 
fares. Closer cooperation between the two 
bodies would seem to be desirable. The 
handicap under which the railroads are 
working in endeavoring to maintain their 
credit while controlling neither rates nor 
costs is obvious enough. 


Dangers Confronting the 
Roads 


HE proposals now being made, to re- 

peal the Transportation Act and to estab- 
lish new bases for rate-making by fixing 
property valuations at a third less than the 
sum tentatively fixed by the Commission, 
would certainly constitute a serious blow to 
the already weakened credit of the rail- 
roads. The present need of the roads is 
stability in conditions of regulation and 
close adherence to the principle that rates 
shall be such as to provide a fair return upon 
the official valuations. During the next few 
years, hundreds of millions of dollars will 
have to be invested in the railroads, and 
these sums can only be attracted to such 
investment by the creation and maintenance 
of public confidence in the stability of rail- 
way earnings. 

There is a scarcely veiled purpose on 
the part of enemies of the present system 
to force the railroads into a situation which 
would make Government ownership and con- 
trol inevitable. Roads must be built and 
maintained and, if private capital refuses 
the task, the public must step in and carry 
it on. The lessons of experience with Gov- 
ernment ownership in other countries should 
be convincing enough to prevent such action. 
At a time when many foreign governments 
are earnestly seeking for ways to return 
the government-operated roads to private 
management, because of the inefficiency of a 
politically influenced administration, and the 
resultant intolerable burden of recurring 
deficits, it would seem to be utter folly to 


enter upon this perilous adventure of further 
Government control:;of business in the 
United States. 

The place of the railroads in the economic 
and financial structure of the nation is a 
most important one, artd'the maintenance of 
their.credit is vital to’: our prosperity. This 
credit can be protected by policies of wise 
liberality to the roads and by giving free 
play to.the exceptional skill and initiative 
which has always been characteristic of 
American railway leadership. 

The public has every reason to distrust 
those who would make political capital by 
harassing the railroads. Instead of multiply- 
ing and extending the features of public 
regulation, the railroads should be given 
an opportunity to perform their indispen- 
sable tasks with the least interference prac- 
ticable on the part of the national and state 
Government. The interests of the railroad 
managers and owners are not opposed to the 
general welfare, but are in harmony with 
it. Over-regulation ignores the complexity 
of the problem of management, represses 
initiative and enterprise and injures the pub- 
lic which the railways serve. 


Eight Fundamentals 


VERY American should fix in mind the 
following points, here restated, because 
they are basic and fundamental: 

(1) American railroads as a whole have 
been built at lower cost per mile, charge 
lower rates, pay higher wages and render 
more efficient service than any other rail- 
roads in the world. 

(2) Efficiency and sufficiency of transpor- 
tation to meet the constantly growing busi- 
ness needs of the country can be provided 
only by constantly increasing investment in 
railroads. New-money will go into the rail- 
road business only as it is attracted by in- 
vestment opportunity which must combine 
security and fair return. We cannot com- 
mandeer the private dollar for this or any 
other private purpose. 

(3) Railroad credit is based upon railroad 
earnings, and railroad earnings are based 
upon adequate railroad rates. Railroad 
credit will not be sufficient for its purposes 
until railroads can be financed, to at least 
40 per cent of their investment, in stock. 
The railroad capital structure is today top- 
heavy; too many bonds and too little stock, 
simply because the public has not been will- 
ing to take the hazards of investment in 
railroad stock whose returns are arbitrarily 
limited by law, with no speculative profit 
possible. Why should a man invest in a 
railroad company’s stock at a return of less 
than 6 per cent, with bonds and mortgages 
of all sorts showing as good or a better 
yield? 

(4) Freight rates play a negligible part 
in commodity costs for the most part. Much 
of the agitation for lower rates for the 
farmer is “political bunk,” but even when 
genuine it often is over-stated, because the 
vital need of the farmer is to be able to 
get his products to market, and that can 
only be assured by adequate transportation, 
which in turn can only be assured by ade- 
quate earnings. In this regard there is no 
business way by which the farmer can have 
his cake and eat it too. 

(5) The only alternative to private op- 
eration, showing a sufficiently reasonable 


profit to assure private investment, is Gov- 
ernment ownership and operation. 

(6) There is not an instance on record 
of efficiently and profitably operated Gov- 
ernment railroad lines in any country, in 
the world, and there is, moreover, nothing 
whatever to warrant the suggestion that 
Government ownership would be successful 
in this country. The Government has failed 
notably in every private business field. 

(7) Railroad stock today is not watered. 
Any possible fair scheme of valuation 
quickly proves that our railroads are worth 
from one to two billions of dollars more 
than their capitalization. 

(8) The Esch-Cummins Act does not 
guarantee any return to railroad stockhold- 
ers, as the demagogues constantly assert. 
By its terms the Act simply provides a yard- 
stick for rate-making, which is that a fair 
railroad rate is one which would show a re- 
turn of 534 per cent upon the actual value 
of the railroad property devoted to trans- 
portation service in a given territory. This 
provision bears no relation whatever to rail- 
road capitalization, and, moreover, no rela- 
tion to individual railroads, some of which 
might show earnings under such a rate- 
making provision far in excess of 6 per cent 
and some much less. No consideration 
whatever is given in the Act or in the ad- 
ministration of the Interstate Commerce 
Commission to railroad capitalization or any 
return upon it. 

In spite of inherent difficulties and of 
those which have been and are being super- 
imposed by political attack, the roads have 
been making marked advances toward bet- 
ter industrial and financial conditions under 
the present Transportation Act, and it would 
seem that they should be given opportunity 
to test the provisions of that law fully, be- 
fore any radical modifications are consid- 
ered. The complete restoration of railroad 
credit is a matter of such paramount eco- 
nomic importance to the Nation that it should 
not be hampered by the rash experimenta- 
tion suggested by political opportunism or 
inspired by deliberate enmity against the 
established system of private railroad own- 
ership. 


Convention Committees 


en Chicago Clearing House Associa- 
tion has selected the following commit- 
tees to have charge of the arrangements for 
the convention of the American Bankers 
Association, to be held in Chicago Sept. 29 
to Oct. 2. 

M. A. Traylor, chairman; Frank R. El- 
liott, George Woodruff, William R. Dawes, 
Oscar G. Foreman, Fred A. Cuscaden, John 
W. O’Leary, Craig B. Hazlewood, William 
G. Edens, John R. Washburn, C. E. Estes, 
John F. Hagey. 

Hotel Committee: Craig B. Hazlewood, 
chairman; William G. Edens, John R. Wash- 
burn, C. E. Estes, John F. Hagey. 


Savings Bank Conferences 


The first of a series of sectional confer- 
ences planned by the Savings Bank Division 
of the American Bankers Association will be 
held in Los Angeles, Feb. 27 and 28. Other 
conferences will be held in New Orleans, 
March, 14 and in Chicago, March 19 and 20. 
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— Attitude of the Roads on 
Consolidation 


HE “open season” for proposals of 

railroad consolidations, which dates 

from Feb. 28, 1920, when the Trans- 

portation Act became a law, was 
officially “closed” on Jan. 12, when the Inter- 
state Commerce Commission concluded a 
week of oral arguments, following two 
years of hearings and testimony, on the 
tentative plan for consolidating the rail- 
roads of the United States into nineteen 
systems which it had promulgated on Aug. 
3, 1921. The commission has now entered 
upon a period of meditation and study, and 
eventually a final plan informing the rail- 
roads how they may consolidate if they 
so desire without running afoul of the state 
or Federal anti-trust laws. 

The attitude of the railroads toward con- 
solidation is difficult to define because of 
the varying interests of different companies. 
There has apparently been some surprise 
that the roads in general have appeared 
luke-warm in view of the fact that in the 
past they have complained so much of the 
restrictions placed upon them. 

Those who have been surprised at this 
attitude overlook, however, the fact that the 
railroads had resented the legal restraints 
that kept them from rounding out or con- 
solidating their systems, already composed 
of scores or even hundreds of corporations 
operated under a single control, into compact 
units, or prevented them from acquiring a 
line that would be supplementary to the ex- 
isting system, but that could be called com- 
petitive with a part of it. The roads used 
to explain the economies that could be ef- 
fected by the removal of the necessity for 
maintaining so many corporate organiza- 
tions and in many other ways. They were 
not talking about “taking on the weak 
sisters” for the benefit of the public, al- 
though their plans often would have had 
that effect, and if they did propose to ac- 
quire a weak line they expected to get it 
at a price which would reflect the fact that 
it had not been successful, not at an ap- 
praised valuation based on its cost or cost 
of replacement. 


Proposed Nucleus 


the Commission’s tentative plan 
proposed to use as the nucleus of one 
of the proposed groups an existing system 
such as the Pennsylvania or New York 
Central, or a group of roads under one con- 
trol, such as the Atlantic Coast Line, Louis- 
ville & Nashville; Nashville, Chattanooga 
& St. Louis combination, the railroad ex- 
ecutives generally expressed approval and 
indicated a willingness under such circum- 
stances to take their share of the so-called 
weak lines. But where the tentative plan 
proposed to break up existing affiliations, as 
in the case of the Great Northern-Northern 
Pacific-Burlington group, where the two 
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northern lines jointly own the stock of the 
Burlington, vigorous protests were naturally 
made. Officers of these roads pointed out 
that their present strength depended largely 
on the inter-relation of the three roads and 
their interchange of traffic, and that this 
strength would be dissipated if they were 
separated so that they would no longer have 
the same ability to take their share of the 
weak roads, but that if they were placed 
by the Commission in a single system and 
allowed to consolidate as James J. Hill had 
once tried to do, they could assume their 
share of the burden of unprosperous lines. 


The Holden Plan 


PPARENTLY the Commission, although 

it had said it had sought to minimize dis- 
memberment of existing systems, had found 
difficulty in finding a system of equal strength 
to match that of the Hill roads and par- 
ticularly to take care of the Chicago, Mil- 
waukee & St. Paul, but at its request Presi- 
dent Holden of the Burlington submitted 
a plan for dividing all of the western roads 
among four great systems, of which the 
Great Northern—Northern  Pacific—Chi- 
cago, Burlington & Quincy—Colorado & 
Southern would be one, in place of the eight 
western systems proposed by the Interstate 
Commerce Commission. Mr. Holden’s sug- 
gestions for the allocation of the other roads, 
however, aroused much criticism. Some 
thought his proposed systems of over 30,- 
000 miles each were too big and unwieldy. 
The tentative plan of the Commission as- 
signs the Burlington to the Northern Pacific 
and places the Great Northern with the 
Chicago, Milwaukee & St. Paul, which has 
been less prosperous of late years than it 
once was, although there are those who ex- 
pect it to “come back.” As a result, the 
Great Northern and Northern Pacific at 
the hearings have presented two separate 
cases, one in which they join with the Bur- 
lington and Colorado & Southern in asking 
that all four roads be put in one system, 
and one in which the Great Northern and 
Northern Pacific each individually attempt 
to show why it should keep the Burlington 
and the other have the St. Paul. Incidentally 
it was pointed out to the commission that 
if it desired a consolidation it could see one 
accomplished speedily by permitting the one 
proposed, whereas under the present law 
there is no way to compel either the Great 
Northern or the Northern Pacific to sell 
its half of the Burlington and either buy or 
sell to the St. Paul. 

The discussion of the disposition of the 
Hill roads occupied a large part of the time 
of the hearings on the western roads, al- 
though there was also a great deal of oppo- 
sition from the shippers and commercial 
organizations of the Missouri Valley to the 
suggested plans for making railroads, hav- 
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ing their termini and headquarters in the 
Missouri Valley cities, parts of systems 
running into and probably having head- 
quarters in Chicago. 


Central of Jersey Controversy 


VV the East the principal controversies 
were over the disposition of the New 
England lines and of the Philadelphia & 
Reading and Central of New Jersey. Many 
people in New England desire a New Eng- 
land system as distinguished from the other 
alternative plan suggested by the Commis- 
sion, which would divide the New England 
lines between two large trunk line systems. 

The controversy over the Central of New 
Jersey has many angles. The Supreme 
Court has rendered a decision ordering the 
separation of the Jersey Central from the 
Reading under the anti-trust laws, but the 
lower court having jurisdiction over the 
case has ordered the Jersey Central stock 
placed in the hands of trustees pending the 
completion of the Commission’s plan to see 
if it shall be necessary to separate them under 


‘the new law. 


The tentative plan assigns both roads to 
the Baltimore & Ohio, but this was vigo- 
rously opposed by the New York Central, 
which now has the same interest in the two 
roads that the Baltimore & Ohio has, and 
which asserted that, in order to properly 
serve its territory, it ought to have the 
Central of New Jersey and parts of the 
Reading to increase its terminal facilities 
and to enable it to connect New York with 
a new trunk line route from the West. 

The Baltimore & Ohio retorted that if the 
line over which it now reaches the New 
York district should be placed under the 
control of its competitor, the proposed new 
system of which the Baltimore & Ohio is 
the nucleus would be bottled up at Phila- 
delphia and be greatly handicapped. 

The Reading and Jersey Central them- 
selves would prefer to remain independent, 
serving all lines with terminal facilities in 
New York and Philadelphia, while the va- 
rious communities interested have lined up 
for and against all of the various proposals. 

One feature of the hearings was that 
the railroads usually had warm praise for 
a proposed system which closely followed 
the présent relationships, but had very little 
to say regarding a plan which contemplated 
their selling to or buying from another rail- 
road unless they had marked objections 
to the plan. A road which was for sale 
did not care to lower its price by displaying 
undue eagerness for a new alliance, and 
a road which may have hoped to buy a 
neighbor some day was not overanxious to 
point out the advantages which would accrue 
to it from the transaction. Many compara- 
tively unimportant roads fervently asked 

(Continued on page 538) 
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Radio with the Romance 


Tuned Out 


By RIXEY HOBSON 


Will It, Like the Telephone, Become an Every Day and Every 
Hour Indispensability of the Home and Office? Present Size 
Compared with 1920. Some of the Problems in the Way of the 
Continuance of Broadcasting. Ready Sales for Sets and Parts. 


HE overnight development of the 
radio industry, even in a swiftly 
moving world, is one of the com- 
mercial romances of this century. 
Within the span of a little more than 
four years the ranks of the manufacturers, 
composed chiefly of those who had aided the 
army and navy during the war in the crea- 
tion of the wireless telephone, have grown 
from a group of about fifty pioneers into an 
army of more than 3000. Sales of radio 
material in 1920 amounted to a bare $1,000,- 
000. It is estimated that the American pub- 
lic during the past year spent at least $150,- 
000,000 in acquiring sets and parts of the 
instruments that tapped the ether. The 
strides that the industry is making may 
be indicated by the statement that expen- 
ditures for research by one of the large 
manufacturing groups during the next year 
will exceed the amount of the total sales 
just four years ago. 
The industry is so 
new that the Gov- 
ernment been 
unable to take a cen- 
sus to determine its 
rank or proportions. 
Congress, strange as 
it may seem, has not 
had time to frame 
legislation regulat- 
ing it. Its past 
events have been 
kaleidoscopic, and 
the industry now is 
described by some 
as in a state of flux, 
although there are 
growing indications 
that it will settle 
down, For, with the 
changing phases, 
there is a_ distinct 
movement in the di- 
rection of standardi- 
zation. 


They Know His Voice 


HE miraculous side of radio has been 

told day by day. The first pages of the 
newspapers have recounted how a song in 
far-off England, traveling overseas with the 
speed of light, gave a thrill to fans in New 
York. The tillers of the soil in the most 
remote sections of the country heard the 
late President Harding, on his trans-conti- 
nental swing to Alaska, enunciate the poli- 


What a broadcasting studio looks like. 


cies he hoped to put in effect. Woodrow 
Wilson spoke from the cloistered study of 
his S Street home in Washington, and had 
as an audience perhaps 5,000,000 people. Al- 
though President Coolidge has not left 
Washington since taking office, there are 
millions who can tell you that the chief 
executive emphasizes his first syllables and 
pronounces “future” in a most distinctive 
manner. Lloyd George, Clemenceau and 
other foreign notables cannot be considered 
strangers. The radio as a wrecker of isola- 
tion has been repeatedly demonstrated, with 
the linking of the printed and spoken word. 
Mayor Rolph of San Francisco, interested 


in knowing how far his voice carried, invited 
all who heard him speak from a broadcast 
station to send a collect telegram. Responses 
came from snow-covered cabins in the north- 
ern wilds of Alberta and Saskatchewan and 
thatched dwellings in Porto Rico. A ship 
plowing lazily through the southern seas 
off New Zealand listened in, while a mild 
protest came from an irate Canuck in Al- 
berta because a sending station in Atlanta 
had drowned out the speech at intervals. 
It cost the Mayor $2,000 for the hundreds 
of telegrams and cables that he bound in 
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This is WJZ—Aeolian Hall, New York City 


a book to prove that men can not only think 
but talk in terms of continents. 

But what of the practical side of radio? 
Is the industry making strides? Is it here 
to stay, or will it be like the bicycle craze 
and pass with the coming of a more perfect 
vehicle? What line of credit can the banker 
extend? What developments may be ex- 
pected in the near future? 

Radio broadcasting is a by-product of 
the war. While the wireless telephone had 
enjoyed a limited use prior to that time, it 
was employed extensively by the great naval 
stations of the allies to warn vessels at sea 
of the submarines, gathering storms and 
the movements of ships. It was applied in 
the field of army operation and proved to 
be a most important branch of army tac- 
tics. Upon the conclusion of the war, the 
thousands of former soldiers and sailors, 
trained in the art of radio telephony and 
fascinated by its appeal, turned to amateur 

experimentation. The 

imaginative 
began to tire of voice 
transmission and be- 
_ gan to connect their 
talking machines and 
player pianos to the 
transmitter of their 
sets. This was the 
germ of modern ra- 
dio broadcasting. 
The large electri- 
cal companies, con- 
stantly on the look- 
out for new electri- 
cal appliances, saw 
the possibilities. 

When one of the 

outstanding manu- 

facturers established 

a broadcasting sta- 

tion at Pittsburgh as 

an experiment and 

sent out the election 
returns when Mr. Harding was swept into 
office, the popular reaction was so favorable 
and comment so widespread that broad- 
casting stations by the scores sprung up over 
the country in those rude days of pioneering. 
The initiative of Westinghouse marks one 
of the land-marks in broadcasting. 


Rapidity of Growth 


Ho” strong a hold radio has taken upon 
the popular fancy since that time may 
be indicated by approximate figures, as spon- 


4 
— 


480 


sored by David Sarnoff, the vice-president 
and general manager of the Radio Corpora- 


tion of America. 
1924 


Licensed broadcast stations. 563 

Radio receiving sets 3,000,000 

Listeners 10,000,000 

Persons directly and in di- 
directly connected with 
industry 

Manufacturers of supplies.. 

Wholesale distributors and 


250,000 
3,000 
1,000 

20 

Newspapers, carrying radio 


programs 50 
Radio trade papers 7 


As to the future, Mr. Sarnoff says: 

“I believe that this industry will go on 
for the next few years virtually doubling 
in volume each year. 

“Two years ago I made the prediction that 
the radio industry would be equal in a few 
years to the phonograph industry, which 
in normal times reached $400,000,000 a year. 

“Today I say that the radio industry will 
be worth within the next few years a half 
billion dollars a year in consumers’ prices. 
Comparing in dollars the business in vacu- 
um tubes—truly the modern Aladdin’s 
lamps, which performs the essential feats 
in radio—with the incandescent lamp trade 
in the United States, I understand that the 
tube business last 
year was one-fifth as 
large. Dealing with 
those distributors 
who handle radio as 
well as_ electrical 
supplies, and consid- 
ering the volume of 
their sales to their 
customers, it is vari- 
ously estimated that 
the volume of radio 
business represented 
between one-fourth 
and one-third of 
their total transac- 
tions. Accepting the 
lower figure, this in- 
fant industry in the 
course of less than 
two years has as- 
sumed proportions 
equal to one-quarter 
of the total volume 
of business handled 
by electrical distributors.” 

Is radio broadcasting a craze or a passing 
fancy 

“Radio broadcasting is here to stay,” Mr. 
Sarnoff insists. “It can no more go out of 
our lives than can the telephone, the tele- 
graph, the camera, the newspaper. Mil- 
lions of dollars are tied up in it, and what 
is more important, millions of people, rich 
and poor, old and young, have come to con- 
sider radio as permanent a part in their 
lives as the telephone and the automobile. 
To be sure, radio broadcasting is not per- 
fect—it will improve in quality, range and 
scope of program as the years go on. 


Movies, Autos and Phones 


ad feng thing we call radio broadcasting 
has fired the imagination of man as 
has nothing since the history of the world. 
It took ten years to popularize the movies, 
fifteen years to popularize the auto, and I 
think twenty years to place telephony out of 
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the field of novelties, and even today, these 
three big forces are going strong on develop- 
ment and further perfection. Radio, on the 
other hand, has taken hold of the popular 
fancy in less than two years. Think of it! 
Two brief years and a future brighter and 
filled with more possibilities than one would 
care to conjure.” 

The admission is freely made that the 
embryo industry has suffered and is suf- 
fering from growing pains. 

The demand for radio parts and sets, al- 
most from the. outset, has exceeded. the 
supply. While the business potentialities 
attracted the most responsible electrical 
manufacturers in the field, they also appealed 
to hundreds of nondescript, financial will-o’- 
the-wisps, who saw the chance to rush in, 
market an inferior product and make a 
“clean-up” in satisfying the popular clamor. 
All kinds of sets have been made, all kinds 
of devices have been offered, and the claims 
naturally have been tinged with the maxi- 


Where the power to broadcast is generated 


mum extravagance for each of their prod- 
ucts. Inasmuch as the products have lacked 
the test of time, the distributors have, in 
many cases, thought it safest to take them 
all and meet the demand. The complete 
sets generally have been satisfactory, but 
the parts have varied widely in quality. 
Inasmuch as the greater number of the 
receiving sets have been made at home, the 
lack of standards and uniformity in the de- 
sign of parts has been an obstacle. The 
Department of Commerce, which has Fed- 
eral jurisdiction over radio, has taken the 
lead in this movement by prescribing the 
standards of all parts used in Government 
sets. 

The radio industry is in a state compara- 
ble to the automobile industry back in the 
halcyon days when the engineers proclaimed 
the merits of the one-cylinder, the two- 
cylinder and the four-cylinder motor as the 
ultimate type; when the cars buttoned up 
the back and zipped over the highways 
like maddened juggernauts at a meteoric clip 
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of twenty-five miles an hour. The present 
makes range from the simple one-tube sets 


‘—the: Ford ofthe radios—to the super- 


heterodynes and the neutrodynes—the Rolls- 
Royces. The prices for completed sets run 
from around $20 to $425 and upward. 

In the rapid march of events there has 
been a constant improvement in the radio 
parts and sets. From week to week refine- 
ments have been made. Much of the mate- 
rial has been made obsolete, although the 
dealers have generally been able to dispose 
of the equipment by marking down the 
prices and appealing to the novices in this 
field. 


Fifteen Turn Overs in a Year 


HE discounts granted by the: manufac- 

turer to the jobber generally range on 

sets and parts from 50 to 60 per cent, while 

the distributors grant a discount of from 25 

to 33 per cent to the retail dealers. Thus, the 

manufacturer would sell a set, retailing at 

$100, to the jobber for from $40 to $50. 

The distributor, in turn, would charge the 

retailer from $60 to $75. The terms in ef- 

fect between the manufacturers and the 

jobbers are generally 2 per cent discount 

for cash in ten days and net for thirty 

days’ credit. Th: 

jobbers, in turn, im- 

pose similar terms 

upon the retailers. 

The business has a 

rapid turnover. One 

of the largest job- 

bers in New York 

reported fifteen 

turn-overs last year. 

While about 90 per 

cent of the manufac- 

turers’ output has 

been _ distributed 

through electrical 

dealers, the retail 

trade has been in- 

vaded by music 

stores, sporting 

goods houses, de- 

partment stores and 

the radio specialists. 

Scarcely more than 

half of the retail 

trade is handled by 

the electrical dealers, according to some of 
the well-informed jobbers. 

The expansion of the radio will bring to 
the banks such a class of paper for re- 
discount as now grows out of the sales 
of the higher priced talking machines, for 
the part payment plan promises to figure 
prominently in the field soon. The next big 
objective of the principal manufacturers is 
to popularize the more costly sets. While 
the radio is more delicate than the talking 
machine and is more difficult to operate, the 
jobbers profess to see no abnormal credit 
risk in this operation. 

It is an open secret that the “loud speaker” 
—the radio set with the amplifier—has not 
yet attained the perfection desired. The 
small telephone head sets have proved to 
be far more satisfactory in the smoothness 
of reception of the air programs. Confi- 
dence is expressed by the manufacturers, 
however, that their research staffs will over- 
come the mechanical obstacles and perfect 
the instrument. 
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After there has been an elimination of 
the unfit, it is contended that the growing 
pains will disappear and radio will come 
into its own as one of the major American 
industries. Or will some other near-miracle 
find mortal expression and relegate the radio 
to the cobwebs with the stage-coach ? 

While the manufacturers are striving for 
mechanical perfection, it is with the realiza- 
tion that the broadcasting station will make 
or break the budding industry. “It is the 
crux of the whole situation,” Mr. Sarnoff 
says, in predicting that, instead of the pres- 
ent number—running above 500—there will 
be a gradual elimination until perhaps only 
three “super-power” stations will serve the 
whole nation. It is not beyond reasonable 
expectations, he asserts, that a one-way com- 
munication system will girdle the globe. It 
is possible to take a high power station in 
New York and re-radiate its output in Cali- 
fornia by radio,” he explained. “It is like- 
wise possible to take a high power station 
in London and re-radiate its output in New 
York. A logical development would be to 
link these super-power stations until the 
whole world is covered by this new agency of 
transmission.” 


The Vital Spark 


ND, right here, it may be pointed out 
that the vital spark of the radio is 
the vacuum tube. Without it, broadcasting 


THE INFANT PRODIGY. 


would be impossible. It plays not only a 
most important rOle in reception, but a stellar 
role in transmission. It is at once a gen- 
erator of the high frequency oscillations, 
an amplifier and a modulator as well as a 
receiver. Just as it was the key to the 
present long distance telephone communica- 
tion, in that it was able to intercept the 
feeble voice currents, trace them and boost 
them back to their original intensity, the 
vacuum tube is shattering the barriers of 
distance in radio. 

There have been two developments in the 
field of broadcasting which have added 
measurably to the art. By the wire line 
pickup, the radio has been linked with the 
telephone, making it possible for the radio to 
invade the White House or the most remote 
retreat to herald an event. For instance, the 
late President Harding on his ill-fated trans- 
continental tour, spoke at several places, 
which lacked a broadcasting station. How- 
ever, his words were picked up on the 
microphone, placed on a long distance wire 
and carried to the nearest broadcasting cen- 
ter. 

By taking advantage of the peculiar prop- 
erty possessed by the vacuum tube, it is 
possible for a broadcasting station to pick 
up events in nearby cities by means of 
short wave radio transtnission and to re- 
transmit them by its more powerful equip- 
ment. These two features make unlimited 


the possibilities of the super-broadcasting 
stations located in the key cities. 

Indeed, there is reported to be a distinct 
trend today toward fewer and more power- 
ful broadcasting stations, because it is not 
believed that the present set-up of 600 sta- 
tions is entirely effective, although these 
are potentially able to serve the entire pop- 
ulation of this country. There is a consider- 
able amount of interference between the sta- 
tions and the cost of presenting appealing 
programs of entertainment has _ reached 
measurable proportions, especially for the 
smaller organizations which are less capable 
of carrying on extended programs and as- 
suming the operating costs. What does 
broadcasting cost? The Radio Corporation 
of America spent approximately a quarter 
of a million dollars alone on its powerful 
WJZ station, located on the roof of Aeolian 
Hall in the heart of New York. To pro- 
vide the varied entertainment for the radio 
fans officials of the company assert that it 
is spending about $15,000 a month. A De- 
troit newspaper estimated that its broad- 
casting station has cost between $75,000 
and $80,000 a year. 

The Union Trust Company of Cleveland, 
which enjoys the distinction of being one of 
the pioneers in broadcasting, installed a high 
power station in 1922 at an expense of 
nearly $25,000 and has flashed out daily a 
very complete financial service. Twice 
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weekly it puts on a concert for the radio 
fans. The Mercantile Trust Company of 
California and the Northwestern National 
Bank of Minneapolis also have utilized this 
new device. The Cleveland bank, while 
expressing appreciation of radio broadcast- 
ing as a means of expressing its policy to 
render the community a service, does not 
recommend a broadcasting outfit to any bank 
or all the banks. The smaller banks, in 
many sections of the country, have installed 
receiving sets to catch the latest market 
and farm quotations. 

It is an open secret that some broad- 
casters, expending from $12,000 to $60,000 
annually, are complaining because the bene- 
fits that they expected to flow to them 
from their initiative have proved disap- 
pointing. Thus far the radio fans have 
paid nothing for the entertainment, which 
has ranged in quality from the artistic en- 
deavors of the Metropolitan Opera Com- 
pany and the New York Symphony Orches- 
tra to the reproduction of a phonograph 
record. 


Public Does Not Pay 


HE artists are insisting upon even more 

material remuneration than the glow of 
publicity. The radio devotees are becoming 
more fussy about the quality of the pro- 
gram, The music publishers are frowning 
upon the broadcasting of popular airs and 
are demanding royalties. 

To make the situation more perplexing, 
there appears to be a general agreement that 
the public, having received the entertain- 
ment free, will not pay for it. They want 
the “free air” to be no misnomer. The 
manufacturers and distributors realize that 
the tremendous vogue of the radio is direct- 
ly dependent upon their ability to “keep the 
kick” in the air programs. Counsels are 
divided as to how the broadcast stations 
should be supported. But paradoxical, as 
it may seem, the prospect of the radio fan 
getting something for nothing is promising. 

With his vision of a chain of super-power 
stations, equipped with sufficiently powerful 
transmission agencies to blanket the whole 
country, Mr. Sarnoff, strong in his advocacy 
of preserving the elements of the broadcast 
situation which makes it possible to take 
Broadway to Main Street, or grand opera 
to the slums, thinks a solution may come 
from one or two sources. 

“The setting up of a chain of super-power 
stations will create an entirely new problem 
as to the question of copyright music, pay- 
ing for talent and handling the artist,” he 
avers. “First of all, it will be a mark of 
distinction for an artist to be able to say, 
‘Last night I sang in the National Broadcast 
Station and was heard by the United States.’ 
Thousands of people would give all they 
possess to be permitted to go on the Metro- 
politan Opera House stage and be heard by 
a select few thousand. Many more than 
that would like to go on the stage which 
gives them the whole nation as a forum. 


“If We Must Pay” 


6 UT if that is impractical, suppose 

we do have to pay? That does not 
frighten me. If we have a National Broad- 
cast Station whose voice reaches over the 
country, and we have to pay for the talent, 
we will do it. And suppose we have to 


JOURNAL OF THE AMERICAN BANKERS ASSOCIATION 


spend $2,000,000 or $5,000,000 a year in 
giving the very best and only the best which 
can be had from that single point, making 
it possible for everyone in the United States 
to hear it, an industry of half a billion 
dollars— and I believe the radio industry will 
surely attain those proportions—could sup- 
port it if the burden were equally and 
equitably distributed. Suppose the industry 
taxed itself 2 per cent or 1 per cent. That 
percentage would be more than would be 
necessary to run a first class National En- 
tertainment Institution, outstripping in lib- 
erality any theater or any opera.” 

Four other schemes to raise revenues to 
pay for broadcasting have been advanced. It 
has been proposed that a tax on all receiv- 
ing sets be imposed and collected by the 
Government, part of the proceeds being 
turned over to a group of leading broad- 
casters. The suggestion of appealing to 
radio audiences for voluntary subscriptions 
has been made, while the levying of an 
assessment on every piece of radio equip- 
ment—or perhaps only on the vital vacuum 
tube—has been advocated as a more sure 
source of funds. 

But what appeals to some as the more 
practicable is the scheme of collecting at 
the broadcasting end. 

It was the original idea of the telephone 
interests to operate a broadcasting station 
on a toll basis just like a long distance wire. 
At the outset it was thought that radio 
advertising would prove to be a fertile source 
of revenue. The forbidding hand of the 
Government intervened, for the Department 
of Commerce held that no group had the 
right to make broadcasting a private ven- 
ture. By official regulations it proscribed 
direct advertising via the ether. 

Unofficial estimates place the annual ex- 
penses incurred by the broadcasting stations 
at more than $2,000,000. By indirect adver- 
tising a number of the features are obtained. 
A great chain of cigar stores pays a sport 
expert for his sport talks. The manufac- 
turer of a well-known cigarette supports a 
jazz orchestra, because it bears the name 
of the smoke. A metropolitan department 
store maintains a studio, with a set of ar- 
tists, because the station has given it a 
sort of national distinction. 

The telephone interests gradually have 
worked out a plan, interspersing cleverly 
prepared talks with subtle advertising ref- 
erences in between strict entertaining num- 
bers. One big station has a standard charge 
of $100 for a ten minute talk, which is edited 
so that hardly more than passing mention 
is given to the company footing the bill. 
The first acts of Broadway hits are given 
on the radio in the hope that they will 
inspire the fans to see the show. It is an 
interesting sidelight that the radio has given 
birth to the radio playwright—an artist who 
must depend solely upon the appeal of the 
spoken word. 

There has probably never been an indus- 
try which depended as much upon such light 
and novel factors to win an enduring po- 
sition in the industrial struggle. It has put 
the spirit of play into the grim battle of life. 


It has been observed in England that the 
continuance of the unemployment dole has 
a tendency to make unemployment a habit. 
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Measure of Business 
Activity 
(Continued from page 473) 


pretty sure confidence of a prompt recovery. 

Finally, if we now know that a rise in 
the index of much more than 10 per cent 
above this normal curve means an unhealthy 
_boom and another inevitable collapse, shall 
we not now take active measures to control 
and prevent such an undue and unhealthy 
expansion ? 

In all these matters, with their wide so- 
cial and economic consequences, we need 
no longer grope in the dark. 

But perhaps of yet larger value will be 
the guidance which these indexes should 
afford to our captains of industry in shaping 
the policies of our large corporations and 
business enterprises. For example, it was 
long ago pointed out, by the writer and by 
others, that the railroads and similar basic 
enterprises might derive a great advantage 
from undertaking their new construction 
and plant expansion in times of depression 
and thus be prepared for the expansion of 
business which comes, almost invariably, 
after these periods. But few of them do. 
Few and far between are the enterprises 
which, like the American Telephone & Tele- 
graph Company, plan long years in ad- 
vance and endeavor to compute what will 
be the volume of business with which they 
must deal five or ten or even fifteen years 
ahead. 

One reason, and perhaps the chief rea- 
son, for this is that we have hitherto lacked 
precisely this definite knowledge of the 
state of business which we now possess. 
Misled by rising or falling prices and other 
false appearances, the shrewdest of great 
enterprisers have often been as badly misled 
=s the average man. This breeds caution 
and fear. With this new knowledge they 
may now plan with a degree of confidence 
hitherto impossible. 

For one thing, as I pointed out in the 
previous article, we need no longer be mis- 
led with the idea that things like the pro- 
duction of pig iron, or the stock market, 
are good “barometers” of business, or good 
indicators, necessarily, of the trend. The 
facts seem to show that they are not. 

Also, mistaken by the fact that things 
like pig iron production and railway traffic 
and the like generally lag behind the broad 
business movement, this has led to an equally 
mistaken belief that it is possible from cer-- 
tain factors to forecast general trade and 
business, when the reality is that these fore- 
casts apply largely to these laggards alone. 
This is probably why very few, if any, save, 
perchance, the peculiar type of alarmist who 
discovers disasters impending at every turn, 
were able clearly to foresee the extent of 


the collapse in prices and business impending 
in 1920. 


The Middleman’s Profits 


Words of objection on the part of the 
farmer against the middleman often are in 
vain, but the farmer who raises on his own 
acres all that his table requires, the year 
round, places himself in a position where 
he is largely independent of the middleman. 
Often the remedy for many objectionable 
conditions lies in our own hands. 
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Proposed German Gold Bank 


By E. E. AGGER 


Associate Professor of Economics, Columbia University 


Conditions Which Appear to Govern Its Location. Management 
Should Be International and It Should Be Free from Domina- 
tion Either by Germany or by the Reparations Commission. 
Capital May Come from Foreigners as Well as from Germany. 


EWS reports from Paris indicate 
the intention of General Dawes’ 
committee to recommend to the 
Reparations Commission the es- 
tablishment of a new German gold bank as 
the first move in the disentanglement of the 
reparations muddle. It is believed that such 
a bank would not only help in stabilizing 
the mark, but also that it would contribute 
materially to the solution of the problem of 
balancing the German budget and of re- 
habilitating German economic life. 

The plans for the new institution are not 
yet announced, but General Dawes’ commit- 
tee has promised a definite formulation with- 
in a short time and a full discussion of 
them in due season with the authorities at 
Berlin. 

But in its general form the project has 
elicited broad support. It was originally 
urged by the French, but it also has the 
support of Dr. Schacht, new president of 
the Reichsbank and currency dictator by vir- 
tue of that position. Dr. Schacht has fa- 
vorably impressed the investigators in Paris, 
and it was his enthusiastic support of the 
project that induced General Dawes’ com- 
mittee to issue the communiqué which threw 
the whole subject open to public discussion. 

The Reparations Commission is, of course, 
primarily interested in collecting repara- 
tions from Germany. But it is now regarded 
as almost a truism that such collection is 
predicated upon the rehabilitation of German 
economic life, stabilization of the currency 
and balancing of the budget. The establish- 
ment of the gold bank is believed to be an 
essential part of any final plan for internal 
regeneration of German economic life and 
of German finances. It is, therefore, equally 
an essential in the solution of the reparations 
problem. 


Where Shall the New Bank 
Be Established ? 


GO of the first questions to be settled is, 
where shall the new bank be estab- 
lished? The French, fearful of possible in- 
terference by the German government, are 
said to favor a location outside of Germany. 
It is hardly likely, however, that the French 
view can prevail. 

The successful accomplishments of its pur- 
poses by the new bank will require its estab- 
lishment in Germany. If the bank is to ren- 
der any aid in the balancing of the budget, 
there must be some contact with the German 
government. Indeed, it is almost certain 
that the new bank will have to take over 
some of the functions of the Reichsbank 
as the government’s fiscal agent. This would 


appear to be inevitable when reparations pay- 
ments are resumed. It is difficult to see how 
a full development of powers of a successful 
gold bank for the objective set before it 
will leave much room for the Reichsbank 
anyway. 

Then if the new bank is to stabilize the 
mark, it will have to maintain a direct and 
intimate connection with the daily develop- 
ments of German business. Not only will 
the new bank have to supervise if not ac- 
tually to dominate the whole foreign ex- 
change market, not only will it have to have 
its fingers on the utilization of foreign cred- 
its for the purpose of imports and of rep- 
aration payments, but it must also have 
sufficient influence in internal credit develop- 
ments in Germany to prevent overexpansion 
and thus in turn to protect the position of 
the mark in the international market. These 
considerations make almost inevitable the 
location of the bank within Germany itself. 

The success of the new bank will depend 
on the scope of German business activity 
which it can influence. This would suggest 
the need for branches in strategic business 
centers of the Reich. Competition with es- 
tablished German banking agencies is inevi- 
table, hence the German banks ought in 
fairness to be allowed to share, as largely 


as possible, in such portion of ownership - 


and management as may be allotted to Ger- 
many. It will appear later that the chief 
responsibilities of the new bank will lie in 
the field of the foreign exchanges. The maxi- 
mum possible range of operation will have, 
therefore, to be assured to it in this field. 


Management International 


r is a foregone conclusion that the man- 


agement will be international. This is 
made necessary in the first place by the cha- 
otic conditions out of which the whole proj- 
ect grows. The bank must gain not only 
the confidence of Germans, but, if it is to 
be successful, of foreign investors and de- 
positors as well. To reassure the Germans 
havings funds abroad and to induce them 
to release these funds for the purposes of 
the new bank, its funds and shares must 
be free.from reparations seizure. On the 
other hand, foreigners must be. convinced 
that the security of the new bank will not 
be jeoparded by an exclusively German 
management, Then the Reparations Com- 
mission must needs be assured that the bank 
would not be managed in a way to endanger 
the payment of reparations. 

Most important of all, however, is the ab- 
solute necessity of freeing the bank from 
possible domination by the German govern- 
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ment. The purposes of the bank must not 
be sacrificed to the fiscal needs of the gov- 
ernment however pressing these needs may 
be. If the new bank is to render aid in 
the great work of balancing the German 
budget it must be prepared to make some 
advances to the public treasury. But under 
proper management ‘there is no reason why 
public advances cannot be made on a strictly 
business basis with adequate guarantees of 
security. 

While it is essential that the new bank 
be independent of the German government, 
it is equally important that it be not dom- 
inated by the Reparations Commission. From 
the point of view of the Commission the 
purpose of the bank is to make possible rep- 
arations payments. Yet that ultimate objec- 
tive depends proximately upon the balancing 
of the budget, the stabilization of the mark 
and the regeneration of German economic 
life. The bank’s efforts in the attainment 
of these primary purposes must not be 
weakened by excessive pressure brought td 
bear upon it in the interest of larger rep- 
arations payments. While the management 
of the bank must be international, it must 
be an independent management freed from 
all special domination. 


The Bank’s Resources 


HE resources that the new bank can 

control will depend, first, upon the 
amount of capital which it will be authorized 
to issue and upon the proportion of the au- 
thorized capital that will be subscribed. But 
as with other banks, the resources will de- 
pend even more upon the deposits of cash, 
etc., which it can attract, and on the confi- 
dence that it can inspire in its issue of notes 
and in its other credit dealings. 

The share capital will doubtless be issued 
in terms of gold marks. The employment 
of the German monetary unit would seem to 
be essential to maximum German co-opera- 
tion. Moreover, foreigners would not be 
scared off if there were a careful prescrip- 
tion of gold payments on a definite weight 
and fineness basis. Subscriptions to the 
stock in foreign currencies could be accepted 
as long as acceptance of such currencies 
were on a basis of gold value. The United 
States dollar could be used as a convenient 
intermediary for this purpose. This would 
yield the gold bank some foreign balances, 
although there would be an obvious objec- 
tion to carrying considerable balances in for- 
eign money units not themselves on a gold 
basis. The French estimate that since the 
Ruhr occupation French paper money in 
Germany would itself supply the basis of 
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a large subscription to the new bank’s shares. 
There would doubtless be a strong induce- 


ment to holders of French paper money to - 


get their funds on a gold basis. But with 
the franc in danger of further decline, the 
new gold bank would hardly want to run 
the speculative risk of building up a “long” 
French franc position, 

The necessary capital for the new bank 
will, it is believed, come from foreigners 
as well as from Germans. The bulk of the 
subscriptions, it is expected, will be by Ger- 
mans themselves. The considerable sums of 
gold held in private hoards in Germany 
would be lured out by opportunities for gain- 
ful employment on a basis of complete se- 
curity. Similarly, Germans holding foreign 
money in actual cash, or possessed of bal- 
ances abroad, could make such sums avail- 
able to the new bank. Dr. Schacht believes 
that large amounts could be collected in this 
way because both the convenience and the 
profit of the German subscriber would be 
served thereby. Many Germans have bought 
foreign securities since the “flight from the 
mark” got under way, and in this connection 
also a source of foreign funds is opened 
to the new bank. The securities could be 
disposed of in foreign markets or they 
could be advantageously employed on oc- 
casion for collateral loan purposes. 

Foreign subscriptions, on the other hand, 
might be public as well as private. There 
has been some talk of assistance by the Bank 
of France and by the Bank of England. 
Government and reserve bank assistance in 
the United States is regarded as out of the 
question, but it is probable that with adequate 
guaranties of security and definite assur- 
ance of gold payments substantial sums could 
be obtained in the United States from banks 
and from private individuals. 


Amount Necessary 


HE amount of capital necessary for 
the new bank will depend naturally on 
the expected volume of its business. Some 
of the estimates of the amount of gold- 
mark currency necessary to get Germany 
back on a gold basis run from two to four 
and a half billions. But in addition to note 
circulation, the development of the deposit 
business must be allowed for. A capital of 
about half a billion gold marks would rough- 
ly suffice. Assuming a conservative busi- 
ness management, further capital needs could 
be met through the building up of surplus. 
The deposit business that the gold bank 
could attract would depend upon several 
circumstances. Fundamentally it would be 
a question of the general confidence it could 
inspire at home and abroad. The deposit 
business all over the European continent 
is much less significant than it is in England 
and in the United States. But beyond this 
the growth of the bank’s deposit business 
would depend upon the scope of its powers 
and upon the nature and the degree of com- 
pulsory cooperation that might be imposed 
on German banking and business. 

The powers of the new bank will have 
to be as inclusive as possible. Deposit loan 
and discount business may be assumed as a 
matter of course. Its responsibilities will 
necessitate also broad powers in security 
operations. Its most important powers, how- 
ever, will have to do with note issue and 
foreign exchange dealings. 


Note Issue 


TS note issue powers must. be large enough 

to insure final gold paments throughout 
the Reich. An estimate as high as four 
and a half billion marks was alluded to be- 
fore. Some relation of note issue to capital 
and surplus may be established, but flexi- 
bility must be assured. 

And, of course, the security of the notes 
on a gold basis must be unquestioned. For 
this purpose the first necessity is to pro- 
vide an adequate gold reserve. Some of this 
gold must be retained: at home, but some 
of it could be made up of balances in foreign 
countries. Naturally all foreign balances 
would have to be calculated on a strictly 
gold basis. A reserve percentage of 33% 
per cent to 40 per cent would suffice. The 
Reichsbank was normally required to keep a 
specie reserve of one-third of note circula- 
tion. The higher percentage is prescribed 
for our reserve banks. Beyond the specie 
reserve there should also be full coverage for 
the notes in the form of short time domestic 
and foreign commercial bills. 

The position of the notes would be 
strengthened by making them full legal 
tender in Germany. This would insure a 
broad basis of acceptability in domestic com- 
mercial dealings. Similarly, they could also 
be used in meeting withdrawals from depos- 
its. As a safeguard against inflationary 
and similar contingencies, their tender quali- 
ties might be made dependent upon mainte- 
nance of gold value. 


Preserving Gold Value 


F the notes of the new bank are directly 

redeemable in gold, no. question about 
their gold value can arise. This would ne- 
cessitate considerable collection of actual 
gold, and, however important psychologi- 
cally, it is not really essential to mainte- 
nance of gold value. Redemption in gold 
might be limited to the need for gold for 
export in connection with foreign exchange 
operations. This would insure the mainte- 
nance of gold parity in the foreign exchange 
market, in which market alone the gold 
parity is of fundamental practical impor- 
tance. 

Other possibilities also present themselves 
in this connection. On the one hand the 
new bank might be vouchsafed such a de- 
gree of monopoly in the foreign exchange 
market that it would dominate that market. 
On the other hand, while permitting private 
business dealings in the foreign exchange 
markets by others, the new bank might be 
given the responsibility of buying or selling 
foreign exchange, as the case might be, when 
the rates touched the “gold points.” With 
adequate resources to insure the mainte- 
nance of the necessary foreign balances, it 
could thus preserve the gold value of the 
mark without having directly to surrender 
gold in the home market. This is the famil- 
iar procedure under the “gold exchange 
standard.” 


Broad Powers in Exchange 
Market Necessary 


S the stabilization of the mark in prac- 
tice means stability in the foreign ex- 
change market, the new bank’s powers in 
dealing in this market must be broad. Some 


degree of monopoly must be vouchsafed to 
it. Dr. Schacht is quoted to the effect that 
of all commercial transactions with foreign 
countries a percentage of the sums involved 
would have to be turned over to the bank. 
This does not mean confiscation, but rather 
a compulsory sale of a part of all foreign 
credits arising in commerce to the gold 
bank in exchange for gold-mark credits 
at home. Dr. Schacht is also quoted to the 
effect that all private firms would have to 
earmark a certain percentage of their profits 
in favor of the state bank. This, how- 
ever, is difficult to interpret, unless there is 
implied a compulsory subscription to the 
bank’s capital, or a payment in the shape 
of a tax on profits to be used for reparations 
purposes. If such compulsory payment were 
collected in gold marks, it obviously could 
not contribute directly to the building up of 
foreign balances. 


The Process of Stabilization 


i adequate powers, the ques- 
tion arises how, practically, can the gold 
bank help in stabilizing the mark, in assist- 
ing in reparations payments and in rehabili- 
tating German economic life? 

The payment of reparations and the re- 
habilitation of German economic life are 
parts of the same problem. Reparation pay- 
ments depend upon the net balances that 
Germany can build up through the develop- 
ment of her export trade. For a complete 
discussion of this problem the reader is re- 
ferred to Moulton and McGuire’s Germany’s 
Capacity to Pay. The bank’s contribution 
to the solution of this problem must at 
best be largely indirect. What it can do is 
to help to restore confidence by providing 
a stable currency. It may stay the flight 
from Germany of domestic capital; it may 
lure such capital from idle hoards, and it 
may bring to Germany the support of foreign 
capital as well. 

Its chief direct contribution will be in 
helping to stabilize the mark. The objective 
here is not stabilization in the sense that 
Irving Fisher urges when he advocates the 
stabilization of the dollar, but simply the 
stabilization of the mark on a gold basis 
as the dollar is now stabilized. In _ this 
sense stabilization of the mark in the for- 
ign exchange market will imply stabiliza- 
tion of. prices on a gold basis in the do- 
mestic market. 

The practical difficulty in the way of 
stabilization grows out of the present paper 
mark situation. It is clear that the paper 
mark must progressively be pushed from 
the field and the gold-mark currency take its 
place. Within Germany it is assumed that 
inflation will stop. This implies that gov- 
ernment expenditures will be limited to the 
possibilities of tax collection, including in 
expenditures the payments that will have 
to be made on account of reparation. But 
there is also implied such a limitation of 
credit expansion for private business pur- 
poses that the gold value of the currency 
will not be put in jeopardy. 

The outstanding notes of the Reichsbank 
will have to be progressively liquidated. 
Some scheme of conversion will have to 
be worked out. An auxiliary bank of con- 
version is being discussed in this connection. 
The field that is left for the Reichsbank it- 

(Continued on page 522) 


: 

| 


What Is Labor Doing With Its 


Banks? 


By REUBEN A. LEWIS, JR. 


A Movement Two Years Old Has Produced Twenty-four 
Banks With Combined Resources Estimated at $50,000,000. 


Half of That Sum in One Institution. 


Given Financial Aid to Promote Organized 


ITH the advent of the labor 

bank three years ago, there was 

widespread speculation as to 

what labor turning capitalist 
would mean. ‘ 

By bold calculations the most imaginative 
pictured a coup d’etat in finance wrought 
by the mobilization of labor’s savings and 
strategic investments in the key industries. 
Some force was given to this potential idea 
when the founder of the outstanding labor 
bank told a national convention of locomo- 
tive engineers—“If you will use the power 
you hold in your hands, in ten years you 
can control the fi- 
nancial policy of the 
United States.” He 
said that approxi- 
mately $13 out of 
every $14 of the Na- 
tion’s banking re- 
sources were con- 
tributed by the de- 
positors, and alluded 
to what might occur 
if labor, which con- 
tributed billions to 
the savings accounts, 
should actually as- 
sume control of its 
own money. 

Prophecies of dis- 
aster came from the 
quarters of the 
other extremists. 
The movement was 
hailed as a passing 
fad — a __ financial 
plaything of glory- 
seeking labor leaders. 

Taking the middle 
ground was the great 
group of conserva- 
tive bankers who saw 
the bank as a link— 
rather than a wedge 
—between capital and labor. It was their 
opinion that the experience gained in the 
management of the labor banks would bring 
a real understanding of the business of han- 
dling money and investments and develop 
a knowledge of the problems of capital. By 
making capitalists out of the workers, di- 
recting the investment of their funds into 
safe securities instead of wild-cat stocks 
and promoting thrift, they saw good flowing 
from the enterprise. With the mystery taken 
out of banking, the bubble of fabulous earn- 
ings pricked, and the right of an individual 


to his accumulated savings firmly established, 
it was patent that the radicals would be 
disarmed of their thunder against the much- 
assailed capitalistic system. On the other 
hand, it was conceded that, with the rise of 
labor as a factor in finance, opportunities 
for the abuse of the worker by the bludgeon 
of cruel credit control would be more re- 
stricted. 

In their appraisal of the movement, the 
events of the past two years have largely 
justified the view of the conservatives, al- 
though the time is still too short to permit 
a mature judgment. It is quite clear, how- 


Warren S. Stone, Grand Chief of the Brotherhood and President of the New York bank, 
conferring with Miss Helen Varick Boswell, Vice-President 


ever, that labor has not revolutionized bank- 
ing, the control of credit has not been di- 
verted from its former channels. The new 
ship has been sailing over charted seas in 
fair weather. Her seaworthiness in times 
of stress is yet to be demonstrated. 


Combined Resources 


T is only a little more than two years 
since the first “cooperative bank” opened 
its doors in Cleveland. According to the 
Department of Labor, at the start of 1924 
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Where Banks Have 


Labor’s Aims. 


the labor bank movement had found expres- 
sion in twenty-four banks, operating under 
the auspices of organized labor, with almost 
as many similar institutions projected in the 
various parts of the country. The combined 
resources of the banks were estimated to 
be in excess of $50,000,000, although the 
resources of the Cleveland Brotherhood of 
Locomotive Engineers’ Cooperative National 
Bank represented more than half of the total. 
In New York alone four large labor banks 
had sprung up. Out in Indiana the United 
Mine Workers of America were reported 
to be making plans for the opening in the 
spring of a_ bank 
with an initial capi- 
talization of $15,- 
000,000. 

How far the ex- 
periment of labor in 
undertaking its own 
banking activities 
will go is a matter 
of conjecture, but the 
day does not appear 
far distant when the 
larger cities will 
have at least one la- 
bor bank. 

To what may the 
coming of the labor 
bank be attributed? 
What were the mo- 
tives behind the 
movement ? 

While the labor 
bank did not make 
its appearance until 
after the World 
War, two of the 
great unions, having 
millions of dollars in 
their treasuries, had 
planned to _ start 
their own banks even 
before the United 
States entered the conflict. To the Mount 
Vernon Savings Bank of Washington, D. C., 
belongs the distinction of being the pioneer 
in the movement, because under the egis of 
the International Association of Machinists, 
it was the first trade union bank. Its origin 
may be attributed to the desire of the or- 
ganization to obtain a larger return on its 
funds than might be realized on them as 
time deposits. It was about six months 
later that the Cleveland bank, which now 
occupies a commanding position in this field, 
was organized. 


(International Newsreel) 
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In the case of the Brotherhood of Loco- 
motive Engineers, the “Aristocrats of La- 
bor,” its disbursements ranged, around $3,- 
000,000 a year, while its members were in- 


sured for about $200,000,000. Naturally it~ 


desired to get as fat a yield as possible on 
the millions, which it had hitherto kept on 
deposit with the banks or invested in gilt- 
edged securities, but, at the same time, the 
leaders realized the power they might wield 
in the realm of finance by direecting the in- 
vestment of millions of dollars or restrict- 
ing the use of millions in call money to cer- 
tain operations. 

The invasion of the banking field brought 
no qualms to Warren S. Stone, the grand 
chief of the brotherhood, who saw in credit 
control the lever to industry. “You know,” 
Mr. Stone was quoted in the New York 
Times as stating, “like everyone else we had 
been led to believe that there was something 
mysterious about the banking business. But 
really it is not as complicated as running 
@.grocery store. It is just about as com- 
‘plicated as running a peanut stand on the 
corner.” 

While the brotherhood chief was doubtless 
speaking figuratively, the Cleveland bank is 
accredited with being the first institution in 
America to give savings depositors a share 
in the profits as well as regular interest rates. 


A Beginning in Norfolk 


GRee contend that the story of the labor 
bank movement may be traced to Nor- 
folk, where the use of labor’s capital as an 
instrument of defense was first openly 
brought into play. 

When the post-war boom in shipping was 
subsiding, the owners of the ship repair 
yards in the Virginia seaport sought to put 
the industry back on the open shop basis. 
The unions resisted and a strike was called. 
The ship repair yards, which had shared 
indirectly in the skyrocketing of ocean 
freight rates, had accumulated large re- 
serves and were well fortified for the test 
of strength. There was one exception—a 
new company, the Crescent—which had been 
formed by a trust company to take over the 
plant and work off the debts of an old iron 
works, which had not been so successful. 
Although a member of the iron masters as- 
sociation, it protested against the action 
which produced the strike because, among 
other considerations, it was in no position 
financially to go through a prolonged strug- 
gle. Consequently it withdrew from the 
association, signed the wage agreement and 
continued to operate as a union shop. With 
the other repair yards idle, the one active 
plant was so deluged with business that it 
worked on a twenty-four hour basis. Union 
workers from the other strike-bound yards 
were added to its force and the plant 
hummed . 

The other members of the iron masters 
association realized that the continuance of 
this condition would operate adversely 
against their interests. Inasmuch as the 
shaky financial condition of the refractory 
plant was well known, the officials of the 
repair yards called the attenticn of bank 
officers to the injury that was being done 
them by the trust company in supplying op- 
erating credits for this venture. Shortly 
afterward notice was served that it would 
withhold operating credits until the out- 
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standing indebtedness was met, coupled with 
the announcement that if payment was not 
made within a brief time the deed of trust, 
held das security, would be foreclosed. The 
iron masters now offered aid, but it was 
conditioned upon the Crescent plant reduc- 
ing wages and. adopting the open shop. 

At this juncture the plight of the Crescent 
became known to the officials of the ma- 
chinists union, who advanced the theory that 
if the withholding of credit would shut down 
the plant, the extension of credit would per- 
mit it to continue. The recital of the sit- 
uation over the long distance telephone to 
Washington resulted in the arrival on the 
following day of two officials of the ma- 
chinists union, accompanied by the cashier 
of the Mount Vernon bank. The plant’s 
books were examined, its property appraised 
and its equipment inspected. The next day 
the cashier of the bank called upon the 
trust company and offered, on behalf of an 
unnamed customer, to take over the obliga- 
tions. The transaction was completed. In 
agreeing to finance the repair yard, the ma- 
chinists union exacted the agreement that 
the plant should operate continuously, bid 
for jobs if necessary on a basis of cost and 
give part-time work to all striking -union 
members at the regular scale. The Mount 
Vernon bank undertook to supply the op- 
erating credits by discounting the accounts 
receivable, and the plant ran along for a 
few weeks before the collapse came 
with bankruptcy. The union defended its 
investment on the ground that strike bene- 
fits would have amounted to more than 
the loss sustained in making its stand. 

The Norfolk experiment, while failing in 
its objects, has come to be regarded as 
one of the highlights in the present move- 
ment. 

This slight demonstration of credit con- 
trol as a union weapon greatly stirred the 
imagination in many quarters. What was 
there is this new “challenge to the money 
trust?” 


What a Dollar a Week 
Would Do 


HILE the likelihood of labor securing 
control of the key industries through 
strategic investment is considered remote, 
the possibilities have given the banking world 
something to think about. Otto H. Kahn, 
the banker, at the time when strikes and lock- 
outs were at their height, suggested that if 
every member of a labor union in this coun- 
try laid aside $1 a week, there would be 
$234,000,000 available at the end of the year. 
“That is a pretty tidy fund to start business 
with in various lines,” he commented. 
The National City Bank Bulletin, discuss- 
ing the possibilities of a concerted move- 
ment, observed, with a touch of irony, that 
the railroad workers, by the systematic 
purchase of rail stocks, might secure control 
of all the lines within a few years and 
then fix their own wages. This suggestion 
was taken up by a leading railroad publica- 
tion, which calculated that the employees, 
by merely saving the amount of one post-war 
increase in wages, could obtain a majority of 
the outstanding railroad stocks in the hands 
of the public within five years. 
Roger Babson, the statistician, figured 
that the railroad workers on the New Eng- 
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land roads could buy control of the com- 
mon stock by acquiring only sixteen shares 
per employee, requiring an average cash 
outlay of only $80. 

Alert statisticians, with rapid strokes of 
their pencils, calculated how readily the 
workers might, by a concerted movement 
in the investment field, gain control over 
the steel, the leather and other industr’es. 

Indeed Dr. Walter F. McCaleb, the for- 
mer vice-chairman of the Federal Reserve 
Bank at Dallas, who served as the general 
manager of the Cleveland Brotherhood bank 
during the first two years, predicted the 
change of control within the next decade. 
To a group of railroad men in Minnesota 
he said: “The workers of this country 
must obtain control of the financial govern- 
ment, which means control of credit. Can 
they do it? Easily. If 20,000,000 workers 
were each to save $1 a week and regularly 
deposit this money in their own institutions, 
this whole civilization of ours would be 
changed within five years. And I predict it 
will be changed . . . by the workers get- 
ting control of credit . if not within 
five years at least within a decade.” 

The rumor gained circulation last fall 
that the American Federation of Labor was 
planning to create by per capita levies on 
its 6,000,000 members a vast sum, running 
into the millions monthly, for the purpose 
of making strategic investments to promote 
the interests of organized labor. The re- 
port had it that labor would unionize in- 
dustries by purchasing control, or crush 
antagonistic’ interests by ruthless competi- 
tion. A prompt denial issued from the of- 
fice of Samuel Gompers, the labor chief, 
who branded the rumor as preposterous. It 
was pointed out that the total amount real- 
ized from the federation’s per capita tax 
over a period of fifteen months had reached 
the modest total of $515,626. 

It is a striking commentary on thrift that 
the national wealth of the United States, 
recently estimated unofficially at $300,000,- 
000,000, and representing the accumulations 
of all generations since the landing of the 
founding fathers, is less than six times 
America’s income. Perhaps this is one rea- 
son that the foreheralded revolution in the 
control of industry has not been taken more 
seriously. 


Labor’s Own Opinion 


OW conservatively labor itself regards 

the new movement is indicated by an 
excerpt from the report of the Executive 
Council to the last convention of the Ameri- 
can Federation of Labor. 

“Through the growing number of labor 
banks some progress toward the ideal (credit 
administration through a public agency) 
may be made. Most progress consists of a 
compromise between conditions and the ideal. 
Labor banks are much nearer to the masses 
of the people than are the institutions of 
what is commonly called Wall Street; and 
they are more responsive to fundamental 
needs. 

“As banks we look upon these institutions 
as helpful, even though they constitute no 
remedy. They may force remedies for some 
of the more glaringly inexcusable exploita- 
tions of the banking and financial world. 
If, through the development of relations 
between labor banks on, sound lines, there 
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can come into being a credit administration 
in the interests of productive effort, in the 
interest of true human progress, in the 
interest of service to society, we shall have 
reason.to look upon labor banking as having 
the character of a truly fundamental step 
in advance. If there is hope to be seen in 
the development of labor banking institu- 
tions, we feel that it must be through the 
development of a great agency for the con- 
structive administraion of credit.” 

The proposal for the creation of a central 
labor bank, to be located in Washington, was 
rejected by the Federation as being ill- 
advised and untimely. 

The operations of the labor banks, thus 
far, have been marked by conservatism, with 
a tendency on the part of the Cleveland 
bank to turn from the commercial field to 
investment banking. While the banks are 
not organized along identical lines and do 
not adhere to the same policies, there is a 
genetal agreement in the departure of the 
union banks from the accepted banking 
customs. Ownership is limited to members 
of the labor organizations, yearly dividends 
are limited to 10 per cent, profits remaining 
after the payments of dividends are shared 
with savings depositors, and preference is 
shown to the small depositor. 

There are now seven Brotherhood banks, 
if the Empire Trust Company, in which 
it claims to hold the controlling interest, is 
included. Recent statements of their con- 
dition show the following facts: 


Location Started Name 


Cleveland 
Hammond, 
Minneapolis. 
Spokane 
Birmingham 
Cleveland 
New York 


Ind. 


Empire Trust Company 


Engineers Cooperative National Bank.... 
Peoples Cooperative State Bank 
Transportation Brotherhood National Bank 
Brother Cooperative N’t’] Bank of Spokane 
Federated Bank & Trust Company 
Nottingham Savings & Banking Company. 


While the “cooperative” note has been 
widely emphasized in the names of the labor 
banks, the payment of dividends to savings 
depositors is the nearest approach to this 
system. Under the national banking laws 
the Comptroller of Currency is without au- 
thority to charter cooperative banks. The 
Cleveland bank, during its three years of 
existence, has declared an additional 1 per 
cent interest on savings deposits, and it is 
conceded that this feature has attracted the 
small depositor and brought a large increase 
in its resources. In electing to following 
this course, the bank has chosen to distrib- 
ute the earnings among the depositors rather 
than build up the surplus. There is reason 
to believe that this feature will be transitory 
rather than permanent, however. 


Depend Upon Competent 
Men 


OR their banking talent the labor or- 

ganizations have sought trained and com- 
petent men and have indicated the desire to 
depend upon the seasoned, experienced bank- 
ers for advice. It is no secret that one 
of the chief motives actuating the Brother- 
hood of Locomotive Engineers in buying a 
“considerable interest” in the Empire Trust 
Company of New York was to obtain the 
guidance and advice of the old, established 
institution in its new ventures in the realm 
of finance. As an indication of the attitude 
of the older institutions toward the new- 


Surplus & 
Capital Profits Resources 
20,289 
28,732 
20,289 
58,422 
21,085 


3,39 
2,058,943 


$1,000,000 $¢ $ 1,898,709 
50 


63,266,454 


Other labor banks, according to a list compiled by the Department of Labor, are: 


Year of 
establish- 
ment 


Location Name of bank 


Banks in existence 
Washington, D 


Chicago, IIl 
Philadelphia, Pa.... 


San Bernardino, Cal. 


1920 
1922 
1922 
1922 
1922 
1922 
1923 
1923 


1923 
1923 


Mount Vernon Savings 
Bank 
Amalgamated Trust & 
Savings Bank 
Producers & Consumers’ 
Bank 
Brotherhood Trust 
Savings Bank 
Cogperative 
Trust 
Labor National Bank.. 


Tucson, Ariz 
Three Forks, Mont. 
St. Louis, Mo 
Harrisburg, Pa 


Buffalo, N. Y 
Cincinnati, Ohio ... 


Telegraphers National 
ank 


Fraternity Trust Co... 


Brother. 
Nat’l 
cinnati 

Brotherhood Savings & 
Trust Co. 


of R’y Clerks 
Bank of Cin- 
Pittsburgh, Pa 1923 


1923 
1923 


Los Angeles, Cal... 
Port Huron, Mich.. 


New York City Federation Trust Co... 


Union 


Trust 
Coop. National Bank of 
Tacoma 


Potomac, Va 
Tacoma, Wash 


*Indianapolis 


1No information available. 
3Surplus, ‘And surplus. 
* Projected. 


Organizing or controlling 


Capital 
body 


stock Reserves 


Internationa] Association of 
Machinists 

Amalgamated Clothing 
Workers of America 

Members of Central Labor 


Union 


160,000 $2,689,182 
200,000 1,291,411 


155,831 
200,000 


70,000 


770,000 
262,000 


Various labor groups 
Various labor groups (*) (@) 


Order of Railway Tele- 
graphers 

Railroad brotherhood 
other unions 

Central Labor Union 

Brotherhood of Railway and 
Steamship Clerks 


500,000 
200,000 


and 


200,000 


“Labor leaders” 125,000 


Central Trades and Labor 
Council, New. York State 
Federation of Labor 
International Ladies’ 
ment Workers’ Union. 
Amalgamated Clothing 
Workers of America 


1,000,000 
250,000 


$100,000 
Railroad unions 
RR. Brotherhoods 


United Mine Workers 


America 15,000,000 


2Not organized, but Brotherhood has purchased an interest in this bank. 


comer, when the Federation Bank opened 
clerks loaned by two of the staunchest Met- 
ropolitan banks worked behind the wickets 
beside the bank’s own tellers. 

A by-product of the labor bank has been 
the organization of investment companies, 
created for the purpose of directing the in- 
vestment of funds into approved enter- 
prises and withholding support to those in- 
terests which pursue policies regarded as 
antagonistic to trade unions. By partici- 
pating in the underwriting of securities, the 
banks are in a position to lay down condi- 
tions for the expenditure of the proceeds. 
This is the latest development in the move- 
ment, although it appears that another ad- 
junct will be the setting up of Morris plan 
banks to take care of small loans. 

It was through its investment company— 
the Brotherhood Holding Company—that the 
Cleveland bank financed its expansions in 
the banking field, arranged to take over 6000 
acres of coal lands in West Virginia and 
Kentucky at the beginning of the miners’ 
strike in 1922, and acquired an interest in 
the Empire Trust Company. The realiza- 
tion that more influence can be exerted upon 
the operations of industry through the di- 
rection of investments than through com- 
mercial banking is said to be largely respon- 
sible for the growing concentration in the 
former field. 

When the labor bank made its bow to 
the financial world, disquieting fears were 
expressed that it would back doubtful ven- 
tures, supply war-chests for big strikes and 
allow sentiment rather than sound judg- 
ment to dictate the loan of its resources. 
During the interim labor has been pros- 
perous and highly paid, and the country 
has been spared from any protracted strikes. 
However, there have been a few instances- of 
the sympathetic extension of aid. Peter .J. 
Brady, president of the Federation Bank in 
New York, said: “I believe our bank justi- 
fied its existence during the recent building 
trades controversy when we financed sym- 
pathetic contractors who were fought by 
the open-shop advocates.” The Cleveland 
bank took over six mines in the semi-anthra- 
cite fields of West Virginia and Kentucky 
during the miners’ strike in 1922 and gave 
employment to striking union miners in pro- 
ducing more than 2000 tons of coal daily 
for distribution through cooperative asso- 
ciations. One of the first investments made 
by the Cleveland bank was in bonds of the 
state of South Dakota to finance the Non- 
Partisan League’s economic program. 

It is well understood that the paper held 
in the portfolios of the labor banks is pri- 
marily of an investment character, consist- 
ing largely of obligations purchased in the 
open market, bonds and short-term notes of 
public utilities and the usual amount of 
collateral loans, secured by stock exchange 
paper. This is an interesting revelation in 
view of the general belief at the start that 
the labor banks would engage in financing 
the small businesses, which were friendly 
to organized labor. 


Rapid Growth 


HE growth in the resources of some 
of the labor banks has been surprisingly 
rapid. The Cleveland bank, with resources 
of only $650,971 at the outset, grew at a 
(Continued on page 547) 
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Sugar Under the Flexible Tariff 


By PHILIP G. WRIGHT 


Hearings Develop Difficulties in Finding Basis of Comparison 
Between Conflicting Interests—Cost of Production Complicated 
by Method of Establishing Compensation. One Member of Tariff 


Commission Raised a Question as to His Right to Act. 


VERY good housewife knows what 

a pound of sugar costs; but her hus- 

band is indeed a wise man, however 

statistical he may be, if he can as- 
certain what it costs to produce that same 
pound of sugar. 

The sugar hearings held by the Tariff 
Cemmission in Washington last month de- 
veloped two curious things. One is that 
while the flexible tariff may be flexible as 
designed by its framers, there are a lot of 
granite-like conditions to be dealt with be- 
fore a tariff rate can be raised or lowered. 
The other is that there is a bothersome flexi- 
bility about sugar production costs. 

A section of the present Tariff act pro- 
vides that if it shall be found that the duty 
on any article does not equalize the costs of 
production between the United States and its 
principal foreign competitor, the President 
shall change the rate (within a range of 50 
per cent., up or down) sufficient to equalize 
costs of production, the President to be 
assisted in determining the respective costs 
by the Tariff Commission. The duty pro- 
vided for sugar was to be assessed in ac- 
cordance with a sliding scale based on its 
content as determined by the polariscope 
test. As applied to 96 degree centrifugals 
imported from Cuba the rate so computed 
became 1.7648 cents per pound. This was an 
increase of 0.1648 of a cent above the rate 
provided by the Emergency Tariff of May 
27, 1921, which in turn was an increase of 
0.5952 of a cent above the rate provided in 
the Act of 1913. 

The United States Sugar Association, rep- 
resenting the interests of American cane 
sugar refiners and American investors in 
Cuban sugar properties, in November, 1922, 
less than two months after the Act was 
passed, filed a petition with the Tariff Com- 
mission setting forth its belief that the rate 
provided in the Act of 1922 was “excessive, 
unwarranted and too high” and requesting 
an investigation by the Commission. The 
Commission ordered such an investigation 
last March. 

The Commission in a statement prelimi- 
nary to the hearings propounded the follow- 
ing six queries to which interested parties 
might address themselves at the public hear- 
ings: 

The choice of the year or years to be used as 
a basis for cost comparison. 

The form of average, if any, or type of cost to 
be used (arithmetical average, bulk line costs, rep- 
resentative costs, etc.). 

Treatment of transportation and marketing costs 
including the claim for “contract allowance” to 
cover marketing disadvantages. 

The method of determining the allowance to 
be made for conversion of raw sugar and various 
Louisiana grades into refined sugar (refiners’ costs, 
refiners’ margins, etc.). 


Treatment of invested capital in relation to cost 
of production. 


Claims by producers in all regions of sugar 
production for inclusion in cost of the losses 
suffered by them as a consequence of the abrupt 
drop in sugar prices in 1920 and 1921 on money 
advanced to planters and growers, not recoverable. 


Question of Propriety 


QUESTION of Propriety developed 
at the outset. Mr. Glassie, one of the 
Commissioners, stated that his wife owned 
shares in certain Louisiana sugar companies 
to the value of about $10,000, that certain 
other of his relations also had connections 
with the sugar interests of that state, and he 
raised the question of the propriety of his 
acting in the present case. Mr. Costigan, 
also of the Commission, presented an opin- 
ion, based on numerous precedents of a 
judicial or quasi-judicial character, that it 
would be improper for Mr. Glassie to take 
part in the present proceedings and in this 
opinion Mr. Lewis and Mr. Culbertson con- 
curred. Mr. Glassie before making a de- 
cision requested an opinion from the parties 
present most interested in the issue. The 
representative of the United States Sugar 
Association refused to commit himself or his 
clients. He said that he came as a school- 
boy to tell his tale to the teacher and had no 
idea that at the outset the teacher’s prej- 
udices would have to be overcome. Ex- 
Senator McCumber, however, who repre- 
sented the Louisiana sugar interests, insisted 
that it was not only Mr. Glassie’s right but 
his duty to sit. He endeavored to show, 
first, that the question before the Commis- 
sion was strictly one of fact, the equalizing 
of the cost of production between Cuban and 
domestic producers, and ridiculed the idea 
that the pecuniary interests of Mr. Glassie’s 
family could influence his decision in an 
arithmetical problem of subtraction. He de- 
clared that Congress in creating the Com- 
mission had provided that it should be bi- 
partisan, that there should not be more than 
three members of any one political party in 
its composition. This he interpreted as 
meaning, because of the views of the two 
dominant political parties, that there should 
not be more than three members believing 
in a tariff for protection and not more than 
three believing in a tariff for revenue. To 
disqualify one of the members would thus 
disturb the balance of power intended by 
Congress. Finally, he pointed out that Mr. 
Glassie was only one of six and his vote 
could have little influence in determining the 
result. Mr. Glassie promised to give the 
matter careful consideration. At the open- 
ing of the afternoon session he announced 
his determination to sit. 
Referring to the Commission’s six queries, 
the Cuban and domestic interests advo- 
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cated making the comparison on the basis 
of costs for a single year rather than 
the average of several years, but the Cuban 
interests asked for a different year from 
that chosen by the domestic interests. The 
argument in favor of a single year was that 
such appeared to be the intent of Congress. 
There is, however, no direct statement to 
that effect in the Act and the Commission is 
probably not precluded from making its de- 
cision on the basis of an average for several 
years if it sees fit. The crop years overlap 
somewhat and even if a single year be taken, 
a doubt arises as to the fairest method of 
adjusting the overlapping. The beet and 
Louisiana industries begin operating their 
factories in the fall and continue a few 
weeks into the next year. The Cuban, Porto 
Rican, and Hawaiian interests begin grind- 
ing in December and continue operating far 
into the next year—Cuba and Porto Rico 
through May, and Hawaii several months 
longer. But in all of the regions the crop 
has been growing for many months before 
the grinding or slicing season begins, and in 
all the regions the marketing operations con- 
tinue for months after the grinding or slicing 
season has ceased. 


American Producers on the 
Defensive 


N behalf of the Cuban interests it was 

urged that the 1922-23 crop for all re- 
gions should be used for comparison. This, 
it was explained, was the most recent crop, 
full data had already been collected from the 
beet sugar factories and from Louisiana, and 
partial data from Cuba. The remainder of 
the Cuban data was ready to submit and it 
would be necessary to collect data only from 
Porto Rico and the Hawaiian Islands. 
Cuban interests objected to the use of the 
calendar year 1922 because exceptional cir- 
cumstances (which will be presently ex- 
plained) made that an abnormally low cost 
year for Cuba. 

Ex-Senator McCumber for the domestic 
producers asked that the crop year 1921- 
22 for Cuba, Porto Rico and the Hawaiian 
Islands be compared for costs with the crop 
year 1922-23 for domestic beet and Louisiana. 
His argument was directed specifically to the 
calendar year 1922 for all regions, but the 
period covered was essentially the same as 
that called for by the other domestic pro- 
ducers. He claimed that it was the intent 
of Congress to protect domestic produc- 
ers against foreign competition, that competi- 
tion existed only when the two sugars were 
selling side by side in the American market. 

(Continued on page 524) 
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Is Shipping Turning the Corner? 


By EDWARD C. PLUMMER 


Commissioner, United States Shipping Board 


Tide of International Ocean Traffic Rising Steadily From Dead 
Low Water Mark. Retreat of America From Seas Is Halted. Will 
the Motorship Prove to Be Means of Offsetting High Crew Costs? 
More Than Six Hundred Ships Must Go to Scrap Heap. 


HE Shipping Board fleet enters the 

New Year with more encouraging 

prospects than have appeared at any 

other time since the feverish period 
immediately following the armistice. In- 
ternational ocean traffic reached “dead low 
water mark” last summer. Now the tide is 
slowly but steadily rising despite those ad- 
verse winds of financial disruption afflicting 
Europe. 

During November and December the 
Board found full employment for several 
additional vessels and increased the port 
calls of some others. A general increase 
in North Atlantic freight rates has been 
negotiated with the principal lines serving 
there, thus ending much of the “cut throat” 
competition in those waters and reducing 
the heavy losses so long sustained by our 
United Kingdom services. 

So long as Americans continued to re- 
treat, to withdraw ships from service, it 
was good business for our competitors to 
continue operating at a loss in order to 
increase the amount of freight carried by 
them and decrease the number of their 
American competitors. As soon as the 
Americans determined that they would re- 
treat no farther, there was no longer a 
reason for continuing such financial sacri- 
fices, and they became willing to consider 


more adequate rates; but, of course, they . 


never will agree to rates at which American 
ships can operate at a profit. That is a 
condition which only the United States Gov- 
ernment can bring about. But the period 
of extreme aggressiveness on their part has 
ended. From now on there should be a 
steady increase in the number of Govern- 
ment-owned ships engaged in our foreign 
trade. 


A Paradox in Shipping 


Re! our chief carrying competitor, 
Great Britain, should have built and put 
into service six million tons of shipping 
during the very period that the Shipping 
Board was taking off and tying up five mil- 
lion tons of American vessels is only a seem- 
ing paradox which an understanding of the 
merchant marine problem of this country 
fully explains. Lack of such an under- 
standing is what has put our Government- 
owned fleet into its present position—has en- 
abled foreign shipping influences so to blind 
many of our people to the real requirements 
of our foreign trade. 

Early in 1919, at a convention of mer- 
chants and shipping men—held in Washing- 
ton on the invitation of Secretary Redfield 


of the Department of Commerce and Chair- 
man Hurley of the Shipping Board—I em- 
phatically stated that we should have no 
use for two-thirds of our war-built fleet of 
merchant ships, and I advised selling them 
abroad. At that time the Old World was 
ship hungry, and any sort of a craft could 
have been sold. The records show how 
clearly I warned the convention that this 
market for our ships would quickly disap- 
pear. Everybody now knows that this ad- 
vice was sound, but it was not recognized 
by those in authority at the time when it 
had real value. Now we have the bulk 
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of those ships, which I then wished to sell 
abroad, tied up; and 600 of them either 
have been scrapped or are listed for scrap- 
ping. More must follow them to the scrap 
heap. 

The reason for advising the sale of two- 
thirds of our Government-owned freight 
ships was and is the fact that American 
standards of living, together with many in- 
flexible statutory requirements—some of 
them unnecessarily burdensome—make the 
operation of ships under the American Flag 
more expensive than the operation of their 
competitors. Therefore, operation of our 
ships in foreign trade, as an experience of 
fifty years absolutely demonstrates, can only 
be possible through national assistance, a 
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form of maritime protection. As the only 
justification for protection to land enter- 
prises is the necessity of maintaining indus- 
tries for the general good of the American 
public, so the only justification for national 
aid, or protection, for our merchant ships 
is their commercial worth to our people 
in time of peace and their value as auxil- 
iaries in time of war. Therefore, the size 
of any merchant fleet which we ought to 
maintain should be determined by the needs 
of our country alone. 

The absolute necessity of a merchant 
fleet to insure the prosperity of this Nation 
can be accepted by all unprejudiced people 
as an established fact. The only question 
remaining for discussion is the size of the 
merchant fleet which we should maintain. 


A Five Million Ton Fleet 


GInce this American merchant fleet is 
primarily for the development of Ameri- 
can commerce, and since, to quote the words 
of Secretary Hoover, “to secure export mar- 
kets we must have American controlled ship- 
ping to assure us against combinations in 
rates which would prejudice our goods in 
competitive markets,” we have no commer- 
cial excuse for aspiring to a merchant ma- 
rine even comparable with that of Great 
Britain—a fact too often overlooked by ex- 
tremists. Since Congress has officially de- 
clared its aim to be a merchant fleet capable 
of handling a major portion of the cargoes 
coming into and going out of this Country, 
I believed when I gave the above-quoted ad- 
vice, and I still believe, that five million 
tons of effective shipping in our foreign 
trade is all that this Country row requires. 

At present we have but about two and 
one-half million tons of Shipping Board 
craft in service; but that is because the pe- 
riod of extreme depression in ocean traffic, 
(which I predicted to the Commerce Com- 
mittee of the Senate in February, 1920, and 
which prediction was so ridiculed at that 
time by well-meaning enthusiasts), came as 
scheduled and is still upon us; though a 
permanent improvement now has begun and 
the current year will see demands for a 
material increase in our active fleet. 

How beneficial to the American producer 
have been the services rendered by Shipping 
Board craft, is indicated by the low rates 
of transportation which our competition has 
produced for American cargoes. What was 
carried across the ocean last summer at as 
low as six cents per hundredweight, and the 
price on cotton from the Gulf was so low 
that English vessels in that trade, according 
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The “American Banker,” soon to ply from New York to London under the Shipping Board Flag 


to Britain’s Fairplay of Nov. 8, last, were 
losing £10,000 per voyage. 


Cheap Ocean Transportation 


psc cheap transportation, of which the 
foreigner bore more than one-half of 
the burden, was wholly for the benefit of 
American commerce; and since the price 
on all our great staple exports is made in 
the foreign ports to which they are sent, 
the savings effected in ocean transpertation 
costs inured to the benefit of the American 
producer. The increase in our exports and 
imports to and from all parts of the world 
last year are to be credited in no small de- 
gree to our economical transportation fa- 
cilities. 

The report of Sir John Thornycroft to 
the British Parliament shows that he, at 
least, entertains no doubts on this point. 

Therefore, it is evident that failure to 
increase the number of our active Shipping 
Board craft so as to make their competition 
continuously effective is a false economy as 
unjustifiable as is the claim that we should 
have a merchant fleet equal in size to that 
of England. The fact that today the op- 
erating cost of an American freight ship 
of 6000 tons is $3,257.50 per month as against 
$2,150.04 for a similar vessel under the Brit- 
ish flag explains how British ships can en- 
gage in the world’s general commerce, while 
American ships are so limited in their area 
of operations. 


Motorships to Meet Competition 


HIS extreme difference in cost of op- 

eration is in a measure temporary. To 
further reduce costs the Board is urging 
the installation of Diesel engines—which are 
internal combustion engines—in those ships 
which have imperfect steam machinery. 
Since fuel is the largest single item in op- 
erating expenses, and the Diesel engine con- 
sumes only one-third as much oil as does 
the oil-burning steamship, this change will 
make a great improvement in our fleet and 
make other economies possible. Our com- 
petitors are building Diesel-engined ships, 
but we are in a position to put into service 
a fleet of such craft in a comparatively 
short time. The fact that our fuel bill 
for November was $2,541,143.08, a fair 


monthly average, indicates the magnitude of 
possible savings through such changes. 


One great handicap from which Shipping 
Board vessels are suffering is the persistent 
propaganda, to which so many Americans 
wittingly or otherwise lend themselves, that 
the services maintained by these ships are 
temporary. Competitors use this claim con- 
stantly to secure patronage, urging that men 
who refuse to deal with them now need ex- 
pect no consideration after United States 
vessels are gone. Considerable business is 
known to have been lost through these mis- 
representations. Therefore, the fact that 
American merchant ships are on the ocean 
to stay cannot be too constantly emphasized. 


Insistence that American shippers patron- 
ize American freighters for patriotic reasons 
is good pink tea talk, but the American ex- 
porters and importers are dealing with hard 
business conditions and must be guided by 
financial considerations. Since, however, 
rates on American ships are the same as 
on foreign ships in each particular trade, 
there is no justification, where frequency 
of service is equal, for Americans not pat- 
ronizing their own. 


The Patriotic Impulse 


ITH the British, the bulk of whose 

people have a direct interest in ship 
properties and shipbuilding, the patriotic 
sentiment is a very active factor, and British 
ships do receive a preference regardless of 
equality of service furnished by American 
craft. The experience of our “President” 
ships on the London run once more em- 
phatically demonstrated the truth of this 
proposition. Maintaining 2 first-class packet 
service between New York and London 
those great ships were compelled regularly 
to leave England’s great metropolis with 
practically no freight whatever. 


Now they have been sold to an American 
company on such terms as will enable them 
to establish a “round the world” service for 
American merchants. How they have been 
greeted is indicated by the following ex- 
tract from an editorial in the Liverpool Jour- 
nal of Commerce of Oct. 14: 


“The most interesting factor to ob- 
serve will be what steps the British com- 
panies will take to counter this new 


and formidable competition; and it may 
be taken for granted that they will be 
both prompt and effective.” 


The Liverpool Journal knows only too 
well how important it is, as Secretary 
Hoover has pointed out, to have British ships 
handle American goods that the details 
of our foreign trade may always be com- 
pletely within the knowledge of our com- 
petitors. 

This is one of the reasons why England 
insists upon handling 94 per cent of the 
cargoes passing between her colonies and 
the mother country ; 66 per cent of the busi- 
ness done between England and other nations, 
and why it is such an advantage for her 
to do 30 per cent of the carrying trade be- 
tween independent nations. 


Extending the Coastwise Laws 


HE fact that, following the application 

of the Coastwise Laws to Hawaii and 
Porto Rico, thus limiting the carrying trade 
between those islands and the United States 
to American vessels, our exports to those 
possessions increased from $8,709,822, and 
$3,286,168, respectively, in 1900, to $60,- 
795,799 and $64,743,462 in 1923, while our 
imports from those possessions increased 
from $14,362,899 and $2,477,480, respectively, 
to $96,159,742 and $77,007,257, while our 
trade with the Philippines, in which the 
ships of all nations are allowed to engage, 
made no such creditable showing, demon- 
strates conclusively the wisdom of Congress 
in proposing that our trade with the Philip- 
pines be limited to American vessels. 

The above are only some of the out- 
standing reasons why the business people 
of this country, and particularly bankers, 
should give active attention to this merchant 
marine problem while we still have ships 
which legislative action can change from 
liabilities into liquid assets—make a pri- 
vately owned merchant fleet possible—and 
thus assure our people the vessels necessary 
to develop properly our foreign markets. 
The products of American industry then 
may have an even chance with foreign 
buyers; goods may be brought to this coun- 
try as cheaply as to any other country; and 
this nation may have as its naval auxiliary 
a fleet of merchant craft equal to any re- 
quirement. 


S 490 JOURNAL OF THE AMERICAN BANKERS ASSOCIATION PY 
_ 
| ped 

fi 
4 

j 

i 

} 

' 


Mellon Plan to Turn Back $323,- 
000,000 to the Public 


By FRANCIS H. SISSON 


Vice-President Guaranty Trust Company, New York 


Over Six and One Half Million Individuals Will Receive Direct 
Benefits if the Plan Is Adopted. Should Also Stimulate Busi- 


ness. 


Unearned Income Now Has an Advantage. 


Will Re- 


tard the Flow of Capital toward Tax Exempt Securities. 


HE reduction in Federal taxes pro- 

posed by Secretary of the Treasury 

Mellon is the equivalent of the dis- 

tribution of $323,000,000 to the 
general public, with the significant differ- 
ence that if the foregoing sum were actually 
distributed a large part of it would be dis- 
sipated, but by a reduction of taxes the 
maximum of saving and investment is at- 
tained. Moreover the proposed cut in 
revenues curbs uneconomical Government 
expenditures on the one hand and should 
be potent on the other in giving new stimu- 
lus to business. Every degree of additional 
taxes is a degree of business repression; 
the reaction from this tax burden is pretty 
sure to result in a quickening and strength- 
ening of sound business activity. 

The Mellon plan, for the revision, sim- 
plitication, and reduction of existing Federal 
taxes comes after a long period of high and 
and confiscatory taxes made necessary by 
the war, and the reduction is so made that 
it is directly beneficial to all, particularly to 
the man or woman whose livelihood is de- 
pendent upon his or her daily toil. 

In brief, the recommendations of the Sec- 
retary are: 

1. Where the present normal tax is 4 per 
cent., reduce it to 3 per cent., and where it is 
8 per cent., reduce it to 6 per cent. 

2. Reduce the surtax rates by commencing 
their application at $10,000, instead of at 
$6,000, and scaling them progressively up- 
ward to 25 per cent. at $100,000. 

3. Make the tax on earned income, in- 
cluding wages, salaries, and professional 
fees, 25 per cent. lower than on other in- 
come. 

4. Repeal the tax on admissions; the tax 
on telegrams, telephone calls, and leased 
wires ; and various small, miscellaneous nuis- 
ance taxes whose income-producing ability 
is disproportionate to the inconvenience occa- 
sioned to taxpayers and to the difficulties in- 
cident to collection. 

5. Make certain changes tending to pro- 
duce equality, such as limiting the deduction 
of capital losses and the deduction of in- 
terest paid, and. preventing the division of 
tax on income from community property. 

6. Make changes generally looking to the 
simplification and better enforcement of the 
tax law. 

The decrease in revenue by reason of 
the proposed changes will be $323,000,000, 
but the benefits of the reduction will be dis- 


tributed among all classes of taxpayers and, 
in the language of the Secretary, “Will help 
to free business and industry of vexatious 
interferences and encourage in all lines a 
more healthy development of productive en- 
terprise.” 

The reduction of the tax on earned in- 
come will mean ~ decrease in revenue to the 
Government of about $97,500,000 a year, the 
greater portion of which falls in the lower 
income tax brackets and, therefore, prin- 
cipally affects taxpayers of small or mod- 
erate means. 

The reduction of the normal tax to 3 and 
6 per cent. will result in a decrease in reve- 
nue of $91,600,000 a year. The reduction of 
the surtax rates will decrease revenue about 
$100,000,000. It is probable, however, that 


Tax Truisms 


THe burden of taxes ulti- 

mately falls on the consumer; 

Everyone pays his share direct- 
ly or indirectly ; 

Lower taxes mean better busi- 
ness; 

Better business means a larger 
share of prosperity for all; 

Capital driven out of produc- 
tive industry by high taxes ts em- 
ployed uneconomically, impeding 
progress and inducing bad times; 

Idle dollars are as great a bur- 
den as idle men; 

Economic waste is socially and 
morally, as well as financially, 
wrong ; 

High taxes limit savings and 
the useful accumulation of pro- 
ductive wealth; 

High taxes and high living 
costs are inseparable ; 

War-time taxes have no more 
place in peace-time than war- 
time armies; 

The chief opposition to tax re- 
duction is from those who seek 
personal profit at the public’s 
expense —Francis H. Sisson. 


the revenue from the reduced: rates in the 
higher brackets will soon equal or exceed 
the amount now realized at the present rates 
because of larger investment in taxable se- 
curities. 

The repeal of the tax on telegrams, tele- 
phone calls, and leased wires, and on admis- 
sions, and of miscellaneous nuisance taxes 
will reduce the revenue about $100,000,000. 
Other changes will result in reductions of 
about $43,000,000. 


Small Incomes Principally 
Benefited 


HE Mellon plan will greatly benefit the 

person with a moderate income. Of the 
total reduction in taxes of $323,000,000 
which the Secretary has recommended, $100,- 
100,000 comes under the head of taxes on 
telegrams, telephone calls, leased wires, the- 
atre admissions and so-called nuisance taxes, 
which leaves $222,900,000 to be cut from the 
yield of income taxes. Of this sum, the re- 
duction of yearly income taxes on incomes 
up to $6,000 will amount to $92,750,000. On 
incomes from $6,000 up to $10,000 the re- 
duction will aggregate $52,100,000. This 
makes a total of $144,850,000 out of the 
total reductions of $222,900,000. In other 
words, about 65 per cent. of the reductions 
under the proposed plan will be on incomes 
of $10,000 or less. This shows the fallacy 
of the charge that too much will be taken 
off the incomes of the rich and too little off 
incomes of people of moderate means. 

To put this in another way, of the 6,662,- 
176 individuals who pay an income tax, ap- 
proximately 6,000,000 have incomes under 
$6,000 a year. They will get the greatest 
benefit of the cut in taxes. The repeal of 
indirect taxes will increase the amount of 
the saving. 


The Wage Earner Recognized 


The proposal of tax income from wages, 
salaries, and professional services et a lower 
rate than income from business or from in- 
vestments seems to be sound and is in ac- 
cordance with the method employed in Great 
Britain. 

Such so-called “earned” income is uncer- 
tain and limited in duration. It is destroyed 
by sickness or death and is diminished by 
old age, whereas income from business or 
investments may be disposed of during a 
person’s life or it descends to the heirs at 
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death. Statistics show that the wage earner, 
the working man or woman, makes up about 
90 per cent. of the persons paying an income 
tax. 

Under the proposed plan, a salaried tax- 
payer who is married and has two children 
will pay $15.75, if his income is $4,000, in- 
stead of paying $28.00, as under the present 
law, or enjoy a saving of $12.25. A person 
similarly situated with an income of $7,000, 
who pays $186.00 under the present law, will 
pay, under the proposed plan, $99.00, or have 
a saving of $87.00. 

The following table shows how the reduc- 
tions affect the wage earner with wages or 
salary ranging from $1,200 to $6,000 an- 
nually : 


Married Persons with 
Two Dependents 
Tax 
Net Present Tax 
Income La Law Proposed 


Single Persons 


Unearned Income Now Has 
Advantage 


the Secretary’s plan, the reduc- 
tion of surtaxes in the higher brackets 
to a point which will make investment in 
taxable issues attractive to the wealthy in- 
vestor will undoubtedly tend to eliminate the 
abuse of investment in tax-exempt securities. 

The marked decline in taxable incomes of 
over $300,000 in the past few years in the 
face of the increase in the aggregate invest- 
ment income reported indicates beyond doubt 
that the wealthy investor has been avoiding 
the tax on unearned income, thus leaving the 
excessive burden of high taxes to be carried 
by persons whose incomes are the result of 
personal energy and industry. - 


Tax-Exempt Bonds 


§ ipo difficulty of passing a constitutional 
amendment permitting the taxation of 
state and municipal bonds by the Federal 
Government is well recognized and, even if 
it is passed, it will take considerable time 
before it can become effective. There are 
about $11,000,000,000 of tax-exempt bonds 
outstanding, which are increasing at the 
rate of approximately $1,000,000,000 per 
year, and an amendment to the Constitution 
would apply only to future issues, so that 
there would still be outstanding for invest- 
ment a large volume of tax-exempt securi- 
ties. 

Consequently, the passage of an amend- 
ment allowing the Federal Government to 
tax such securities, while it might even- 


tually eliminate the abuse, would not ef- 
fect a complete remedy at once. If the ex- 
isting defect in our law is to be remedied 
promptly, it must be by revision of the 
surtax rates to a point which will make 
the holding of taxable securities attractive 
to the large investor. Until this is done 
the wage earner of all classes must bear 
the brunt of the high cost of government. 

While, under the Mellon plan, there is 
a reduction of surtaxes on the larger in- 
comes, the result, eventually, will be that 
the large investor will actually pay more 
tax, for he will gradually withdraw his 
funds from tax-exempt securities and place 
them in taxable issues, due to the increas- 
ing yield resulting from lower tax rates. 
This will shift more of the burden from 
earned to unearned income. 


Prosperity Depends on 
Reduction 


| oe some years past, by reason of the 
large investment in tax-exempt securi- 
ties, industrial enterprises have been de- 
prived of capital which otherwise would 
have been directed into such channels. The 
result has been to slow up business ex- 
tension that would normally have gone ahead 
and to discourage men of wealth from 
taking the risks incidental to the develop- 
ment of new business. 

The lowering of the surtaxes will per- 
mit capital to seek productive employment 
and the productive use of capital in our 
railroads and industries will naturally tend 
to lower costs of transportation and manu- 
factured products, to increase work, and to 
decrease costs of living, all of which will 
inure directly and indirectly to the benefit 
of the man with the small income. 


Cost of Living Reduced 


MATERIAL reduction in the cost of 

living will be effected under the pro- 
posed revision. While the intention of the 
writers of our revenue laws has been to 
exempt, so far as possible, those of moder- 
ate means from the payment of income 
taxes and to increase the burden progress- 
ively upon larger incomes, the exemption 
has been to a large extent fictitious. Great 
masses of people, the laboring man and 
the farmer, while possibly not paying any- 
thing directly to the Government, actually 
pay more than a direct tax would amount 
to by reason of the increased cost of living, 
including higher rentals, higher costs of 


food, clothing, fuel and household neces- 
sities. 

All taxes, Federal, state and local, are 
necessarily reflected in the cost of produc- 
tion. The heavy taxes which have been 
paid for the support of the Federal Gov- 
ernment during the period of the war and 
since have been reflected in higher costs 
of the essentials of life. Lower prices of 
necessities cannot be expected until taxation 
is reduced to a sane and normal basis. 

It is quite obvious that lower taxes, as 
proposed, will have a beneficial effect gen- 
erally on all classes—the laborer, the farmer, 
the mechanic, the clerk, the business man, 
the teacher and the housekeeper, whether 
or not they actually pay income tax. 

The plan of Secretary Mellon has met 
with universal approval throughout the 
country. Salaried persons, laboring men, 
farmers, lumbermen, boards of trade, cham- 
bers of commerce, bankers, brokers, cor- 
porations and others all have given their 
unqualified approval. 

The continuance of business prosperity 
is largely dependent upon the reduction of 
the present high taxes, and the sooner the 
drag and burden of war taxes are removed 
from industry the better for the country, 
socially and economically. 


Summary of Advantages 


T°? summarize the advantages of the Mel- 
lon plan, it would: 

Reduce Federal taxes by 323 million dol- 
lars; 

Lower taxes on earned income; 

Principally relieve’ small tax payers; 

Stimulate business by attracting funds 
now purchasing tax-exempt securities; 

Induce the investment of capital in in- 
dustry, which would in turn increase pro- 
duction, employment, wages, consumption 
and again production, thus completing the 
economic cycle and assuring good times; 

Abolish many nuisance taxes, whose bur- 
den falls on the general public; 

Reduce cost of production and cost of 
living ; 

Benefit all classes, but particularly those 
occupying the middle and lower levels of 
production and consumption ; 

Promise continuance of business pros- 
perity. 


uy I ‘HE following table shows the reduction 
in income taxes as affecting various 


classes of taxpayers: 


Decrease in Revenue Due to Changes in thc Income Tax 


Number 
Paying Tax 
Income Tax Brackets 


in Each Bracket 


Earned 
Income at 75 
per cent of Rates 
(Decrease) 


Surtax 
(Decrease) 


Normal Tax 
(Decrease) 


7,308,200 
4,658,200 
1,158,200 
558,200 
228,200 
80,200 
16,500 
3,620 


$1,000-$2,000 
$2,000-$4,000 
$4,000—$6,000 
$6,000—$10,000 
$10,000—$20,000 
$20,000—$50,000 
$50,000—$100,000 
$100,000-$150,000 
$150,000-$200,000 .. 
$200,000—$300,000 
$300,000—$500,000 
$500,000—$1,000,000 
Over $1,000,000 


Decrease 


$31,250,000 


20,000,000 
14,000,000 
25,000,000 
6,875,000 
106,000 
69,000 
56,000 
50,000 
44,000 
50,000 


$97,500,000 


$64,500,000 


16,100,000 
2,000,000 
1,300,000 
4,500,000 
1,300,000 
550,000 
450,000 
400,000 
300,000 
200,000 


$91,600,000 


$17,500,000 
4,400,000 
10,100,000 
21,100,000 
11,100,000 
6,600,000 
7,400,000 
8,100,000 
7,200,000 
8,300,000 


$101,800,000 


= 
$1,200 $8.00 $4.50 
1,600 24.00 13.50 
1,800 32.00 18.00 
2,000 40.00 22.50 
2,290 48.00 27.00 
2,400 56.00 31.50 4 
2,600 64.00 36.00 
2,800 72.00 40.50 
3,200 88.00 49.50 
3,400 96.00 54.00 $4.00 $2.25 } 
3,600 104.00 58.50 12.00 6.75 ; 
3,800 112.00 63.00 20.00 11.25 ; 
4,000 120.00 67.50 2800 
4,200 128.00 72.00 36.00 20.25 
4,400 136.00 76.50 44.00 24.75 t 
4,600 144.00 81.00 52.00 29.25 
4,800 152.00 85.50 60.00 33.75 . 
5,000 160.00 90.00 68.00 38.25 
5,200 176.00 99.00 96.00 54.00 
5,400 192.00 108.00 104.00 58.50 . 
5,600 208.00 117.00 112.00 63.00 } 
5,800 224.00 126.00 120.00 67.50 fe 
6,000 240.00 135.00 128.00 72.00 4 
1,430 


Advertising Good Will in the 
Balance Sheet 


By EARNEST ELMO CALKINS 


Calkins & Holden, New York 


Bankers are Accustomed to Lending on Tangible Evidences of 
Business Being Done but Not Yet Completed on Well Estab- 


lished Cycles. 


Have Not Yet Learned to Appraise and Accept 


in the Same Degree Advertising’s Insurance of Future Sales. 


VERY once in a while an advertising 
agent is brought in contact with 
the banker’s attitude toward adver- 
tising. Sometimes a proposed ad- 

vertising campaign is postponed or curtailed 
because of lack of money. The agent sug- 
gests borrowing and learns that the adver- 
tiser’s banker is reluctant to lend money 
to be spent for advertising. 

Sometimes the agent is a borrower, and 
he finds that his business is not looked upon 
by bankers in the light in which they re- 
gard concerns which make or sell tangible 
commodities. 

The banker’s position is stated succinctly 
by the vice-president of a New York bank, 
and this opinion represents as liberal and 
fair-minded an attitude as the advertising 
man is apt to find: 

“The willingness of a bank to lend money, 
and the amount it is willing to lend, in 
each instance, depend on the business con- 
dition of the applicant. If the borrower pre- 
sents a statement that shows it is healthy 
and has accounts receivable or other live 
assets which justify a loan, a bank will 
lend money to be spent for advertising as 
quickly as it will lend for any other pur- 
pose. 

“But the healthy condition cannot be shown 
by money spent in advertising. While ad- 
vertising is looked upon as an investment 
and, wisely made, a profitable one, yet in 
going over a borrower’s statement prelim- 
inary to making a loan, we must consider 
it a deferred asset. 


$50,000 in Catalogs 


6¢@ UPPOSE, for instance, a mail order 

house is seeking a loan. It sends 
out a number of catalogs for advertising 
purposes. These catalogs certainly cannot 
be taken as an asset, and a loan could not 
be based on them. If this house had say 
$200,000, of which $150,000 was in the 
form of goods for sale ana $50,000 had 
been spent in catalogs, it could get a 
loan on the basis of the $150,000. If it had 
put $150,000 into catalogs, however, and only 
$50,000 into goods, a bank could only ex- 
tend credit on the basis of $50,000. But in 
either case, if the condition of the house 
was such that a loan was justifiable, the 
bank would not be prejudiced because the 
money was to be spent for advertising any 
more than if it were to be put to any other 
reasonable business use. 


“This merely means that if a house’s 
condition justifies a loan, it can get money 
for advertising. If it is already borrowing 
up to the limit of its tangible assets, it is 
not likely to get money for advertising or 
anything else.” 

Even more interesting is the opinion of 
a man who, after reaching a high place in 
the banking world, became vice-president of 
a large commercial business engaged in 


When a Banker Lends 
“When a banker lends 


money to any concern he 
must do so with the worst 
in view. Of course he 
doesn’t expect his client to 
fail, but he must ask him- 
self ‘if he does fail, what 
could we realize on?’ The 
answer 1s, ‘accounts receiv- 
able’-—the value of the 
property under the auction- 
eer’s hammer—qutck assets. 
He has no intention of ab- 
sorbing the client’s insol- 
vent business as an adjunct 
to his own. He 1s 1n the 
banking business. Again, 
over him at all times are the 
banking laws which require 
that depositors shall be pro- 
tected. The bank cannot 
lend on intangible assets, 
because the element of 
speculation 1s in it. The 
bank examiners would be 
down on the bank in a min- 
ute if tt advanced its depos- 
itors’ money on so intanqt- 
ble a security.” 


—Earnest Elmo Calkins 


distributing a well-known staple in the 
textile field. He is thus able to give both 
the banker’s and the merchant’s viewpoint. 

To begin, he frankly admitted that as 
a banker he would not give advertising 
good will a cent’s worth of consideration 
as an asset for loaning purposes, yet as a 
business man he would recognize the actual 
sales value of the same good will if he wae 
valuating a concern with the idea of buying 
or selling it. 

“T cannot justify the two viewpoints,” he 
admitted. “I’ve had that same question 
asked me a thousand times, and I have 
never been able to find the answer. I know 
that without a market goods cannot be 
sold, and in considering the possibilities 
for profits that any concern may have, the 
scope and buying power of its market is 
quite as important as the condition of _its 
plant and the availability of its materials. 
But the fact is that a bank cannot advance 
cash or credit on an intangible thing. What 
the value of good will may be can never 
be told until a concern is sold. Then any 
money paid for it over and above net assets 
is the value of its good will. And good will 
that is worth vast sums today may be worth 
exactly nothing tomorrow. What would be 
the value of all the advertising done by 
Chesterfield cigarettes tomorrow if they 
stopped advertising? Chesterfields would be 
forgotten in six months, and people would 
be smoking another brand with perfect con- 
tentment. What is the value of the adver- 
tising done by the Columbia Graphophone 
people today? How much is their good 
will worth? Such things are only valuable 
as long as they are going. 


With the Worst in View 


66 HEN a banker lends money to any 

concern he must do so with the worst 
in view. Of course he doesn’t expect his 
client to fail, but he must ask himself ‘If 
he does fail, what could we realize on?’ 
The answer is, ‘accounts receivable’—the 
value of the property under the auctioneer’s 
hammer—quick assets. He has no intention 
of absorbing the client’s insolvent business 
as an adjunct to his own. He is in the 
banking business. Again, over him at all 
times are the banking laws which require 
that depositors shall be protected. The bank 
cannot lend on intangible assets, because the 
element of speculation is in it. The bank 
examiners would be down on the bank in a 
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minute if it advanced its depositors’ money 
on so intangible a security. 

“There is another phase to the question, 
too. Advertising may increase sales, may 
bring in many times its cost in profits, if it 
succeeds. But all advertising does not suc- 
ceed, and if a campaign fails, what is its 
value? If a factory fails, there is the ground 
and the bricks and the machinery. If it 
burns, there is the insurance. If an adver- 
tising campaign fails, its final value is not 
even enough to repay in part. It is repre- 
sented only by the waste-paper value of the 
newspaper and magazine clippings.” 

As to lending money for advertising pur- 
poses, he admitted there might be a differ- 
ence of opinion there. For himself, and the 
banks with which he has had experience, 
he frankly said that a loan for advertising 
purposes would be accorded the same con- 
sideration as any other loan. Usually a 
house applying for a loan submits, in addi- 
tion to an inventory of its assets, a state- 
ment of the purposes for which the loan is 
required. If one of these were advertising, 
and the amount involved did not seem out 
of proportion to the nature and condition 
of the business, it would be allowed as freely 
as any of the others. He admitted that in 
this he did not speak for all banks, and in- 
timated even that smaller and less pro- 
gressive institutions might not have so en- 
lightened a viewpoint. 

While conservative advertising men would 
be gratified at present if the average banker 
shared the two opinions just quoted, they 
look forward to a time when bankers will 
rate advertising good will higher in the 
balance sheet. Perhaps the time will never 
come when a million dollars invested in 
advertising will have the same value as a 
million dollars invested in bonds, but the 
advertiser spends his money in the belief 
that he is investing it in what he has learned 
tc believe is one of the best paying securities 
—good will. Before we even approach that 
time the banker will have learned through 
contact and familiarity many things he does 
not now know. He will have learned to 
discriminate between judicious and injudici- 
ous advertising. He will judge advertising 
expenditures as he now judges expenditures 
for plant, labor and raw material. He will 
know something of the standing and reputa- 
tion of advertising agencies. He will realize 
that no business of its size is carried on with 
so little loss from bad debts—that in an 
agency whose annual business is many 
millions, the amount charged off for un- 
collectable accounts is practically nothing. 
Promptness of payment is insisted on to an 
extent unknown in any other business. The 
businesslike habits of the advertising world 
would excite the admiration of the banker 
if he but knew of them. 


Recognition of the Intangible 


HILE these two representative bankers 

emphasize the desirability of quick and 
tangible assets as a basis for a loan, it is 
nevertheless true that banks have been grad- 
ually coming to recognize an intangible ele- 
ment as one of the strongest, if not the 
strongest, influence in making loans. And 
this element is what we know as character. 
No banker today loans money, no matter 
what the collateral or security, without giv- 
ing some consideration to the man or men 


who borrow the money. Their integrity and 
ability are an asset on the right side of the 
balance sheet, and so it happens every day 
that men whose chief asset is what they 
are, are able to borrow more money than 
is represented by their visible assets, because 
they possess that intangible asset of char- 
acter. Every banker has occasion to thus 
back his knowledge of the man, and loans 
are made every day where the proved char- 
acter of the applicant is the chief considera- 
tion. And so by an easy analogy and by 
a short step bankers are beginning to recog- 
nize that there is a new asset in the business 
world as intangible as the asset of character 
and having considerable resemblance to it, 
because what is generally known as good 
will of a business is very: similar to what 
we know as character in the individual. 

The chief problem that concerns bankers 
in regard to advertising is when their cus- 
tomers, houses which manufacture or retail 
goods, are borrowers, and when any part 
of the money borrowed is to be spent in 
advertising. 

The banker is accustomed to loan money 
on bills receivable, warehouse receipts, trade 
acceptances and other evidence of business 
being done, but not completed to the point 
of collecting cash for the goods. The basis 
of the loan is that in the banker’s opinion 
the business is functioning normally, and that 
in the regular course of events the cycle 
will be completed and the goods will be 
sold, or delivered or paid for. So well 
established is the business routine that the 
course of events is discounted in advance. 

Some of the business on which the banker 
loans money is potential, but it is a poten- 
tiality with which he is familiar, and long 
experience has taught him to appraise it. 


Insurance of Future Sales 


UT he has not yet learned to appraise 

the potentiality of advertising. As it 
is a new factor, he is inclined to put it down 
at zero. He does not yet realize that if 
the advertising has been rightly conducted, 
it is an insurance of future sales, and that 
these future sales, in proportion as they are 
assured, are a part of the assets of the 
business. They resemble the “expectancy” 
which actuaries allow in human life. It 
is practically certain that the house will 
sell its quota of goods next year or next 
season—not as certain, perhaps, as that it 
will collect its accounts receivable, but rank- 
ing next to that, and so should have the 
banker’s consideration in the same propor- 
tion. 

In judging a business as a borrower of 
money, even though the cost of the adver- 
tising is not directly involved, how much 
does the banker consider the advertising as 
a factor? Does he consider, for instance, 
that other things being equal, the fact that 
a house advertises is an argument in its 
favor, and does he go further and consider 
whether the advertising that is being done 
is done intelligently and is profitable and 
has a more than reasonable expectation of 
being profitable in the future? Does he 
review the past advertising of the house 
and its relation to past sales? Does he in- 
quire as to the name of the advertising 
agency handling the advertising and ascer- 
tain whether the reputation of that agency 
is such that it also is a favorable factor? 
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Once the banker admits to himself the 
possibility of advertising itself being con- 
sidered as an index of the advertiser’s right 
to credit, he will find that there are ways 
and means of appraising it, just as he has 
found ways and means in the past of ap- 
praising other phases of a business’s ac- 
tivities. 

Such investigations are along the line of 
those taken to learn the personal character 
of a borrower. The personal character of 
a borrower depends upon what his associates 
in business think of him; how he is looked 
upon by men who habitualy sell him goods, 
and what his reputation 1s for meeting his 
obligations promptly ; what his ethical stand- 
ards are. His character is the sum of all 
his business and personal acts. Character 
is not something that can be acquired over 
night. It is something that has to be lived 
for years before one possesses it. Nor is 
it as a rule something that can be lost over 
night. An honest and capable man is apt 
to continue to be honest and capable. 

The prestige that advertising gives, what 
is generally known as good will, has many 
similar qualities. It cannot be obtained in 
a short time, nor can it be lost quickly. 
Good will is built up by continuous adver- 
tising. Time is the most powerful single 
element in its success. An old advertiser 
is a better risk than a new advertiser. This 
is because good will in the advertising sense 
consists of a favorable prejudice toward a 
certain line of goods on the part of a large 
number of people, which will insure their 
continuous buying of those goods. The 
process by which they are brought to this 
state of mind is a slow one, but also the 
process by which they are weaned from it 
is a slow one. The business that has a 
hundred thousand steady customers cannot 
lose the whole hundred thousand in a few 
weeks or a few months, even though the 
advertising should be stopped and unfa- 
vorable influences be introduced. The busi- 
ness would slowly run down. But as long 
as_the advertising is maintained and there 
is a background of persistent advertising 
behind it covering many years, everything 
points to a continuance of that asset, good 
will, which means that a certain large num- 
ber of people will continue to buy that 
product. 


The Asset that Advertising 
Gives 


EAR in mind that the asset that adver- 

tising gives is the permanent right to 
manufacture a certain product under a cer- 
tain name. It does not depend on patents, 
or processes, or raw materials, or machines, 
or factory organization. It is simply the 
right to give a certain name, which is the 
exclusive property of the advertiser and 
manufacturer, to a certain product, and 
within certain limiis this name will continue 
to be an asset in spite of changes or com- 
petition. 

A noteworthy instance of this is the recent 
experience of the Gillette Safety Razor. The 
patents for this razor were about to expire 
two years ago, and after they had expired 
anyone would have the right to make the 
Gillette Safety Razor. The Gillette Com- 
pany has been a large and consistent ad- 

(Continued on page 529) 
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American Currency in Other 


Countries 


By MITCHELL IVES 


Visitors Astonished at the Amount of American Bills Stored in 


the Soviet State Bank in Moscow. 


Our Government Unable 


to Tell How Much Is Held or in Circulation in Other Countries. 


One Hundred Millions in Cuba. 


VER in Moscow, on Negliny 
Projezd, a party of inquiring 
American Congressmen last sum- 
mer was ushered into the inner 
vaults of the Soviet State Bank. There, as 
the visitors gazed on in open-eyed amaze- 
ment, the Russian bank officials exhibited 
a profusion of gold and silver bullion, crisp 
English pound notes and—to their surprise 
—stacks of yellow back bills, bearing the 
imprint of the United States Treasury. 

“There were more American hundred dol- 
lar bills than I had ever before seen outside 
the government Treasury,” Representative 
James A. Frear of Wisconsin declared on 
the floor of the House early during the 
present session of Congress. Without at- 
tempting to estimate the exact amount of 
the currency stored in the Soviet treasure 
hold, he indicated that millions of American 
dollars were immured there. 

The dollar, the world-wide symbol of se- 
curity, is being used by the Soviet as a 
reserve to back its new currency—the Cher- 
vontzi, which has appeared as the sturdy 
successor -to the ragtag ruble. And yet, this 
is but one instance where American cur- 
rency is serving purposes in foreign lands 
that were remotely contemplated when it 
passed from the bank of issue. With the 
collapse of the ruble and the mark, the 
flight of capital from the franc and the 
pound, the dollar has come into such gen- 
eral circulation in Europe that the holding 
and hoarding of American currency abroad 
has become a question of more than pass- 
ing interest. 


Dearth of Information 


AN singularly, no one, with any degree 
of assurance, is in a position to say what 
part of the $4,200,000,000 paper currency in 


circulation is held in foreign lands. The 
Treasury has no figures to show these 
holdings, the Federal Reserve Board ad- 
mits. its lack of accurate information and 
the Department of Commerce throws up its 
hands in despair. Just think of the world’s 
greatest business—the United State gov- 
ernment—unable to determine its quick lia- 
bilities! For, if the fortunate possessors 
of these widely distributed notes should 
tender them for payment, they would be en- 
titled to carry away their equivalent in 
gold. 

The popularity of the dollar abroad has 
been widely heralded in the press. The 
circulation of one, two and five dollar bills 


in Germany has been described as a “flood,” 
while returning bankers have expressed sur- 
prise at the manner in which the dollar has 
become the medium of exchange in many 
countries, whose currencies are so debased 
that their nationals are clamoring for the 
American money in preference to their 
own. Little wonder that there should be 
such interest in the movement of American 
currency abroad when one New York bank 
last summer shipped $5,000,000 to a Latvian 
address, presumably for use in Russia. For 
Russia ranks next to Germany as a magnet 
for the dollar. 

The display of the American dollar in 
foreign lands, coupled with official estimates 
of immigrant remittances and the free- 
handed spending of American tourists, has 
led to widely divergent estimates of the 
volume of currency holdings abroad. These 
guesses—and many can hardly be dignified 
with a more elegant designation—have 
ranged from three-quarters of a _ billion 
dollars down to a much more modest 
figure. Secretary of the Treasury Mellon 
told the writer that he would think $250,- 
000,000 to be excessive, while several of 
the conservative New York bankers have 
echoed this judgment. But, at the same 
time, there are others who candidly admit 
that they would not be surprised if there 
was upward of $400,000,000 abroad. 


Only One Charge Off 


HERE are many reasons why an in- 

quirer cannot be sure of his ground. 

In the first place, there is no way of 
determining what the circulation of money 
is even in the United States. Currency is 
not called in for redemption at any one 
time. The Treasury itself does not know 
how much has been lost, how much has 
gone up in fire or disappeared in rat nests. 
Only once since the government begun the 
issuance of coins and notes has a charge- 
off been made to account for this factor, 
but this profited the Treasury about $50,- 
000,000. While the imports and exports of 
gold are recorded by the government de- 
partments, included in the term “gold” are 
currency, specie and gold. No differentia- 
tion is made. And while currency is vir- 
tually always insured against the hazards 
of the overseas voyages, the marine under- 
writers report that it carries the same rate 
as gold and is designated as such. Since the 
Treasury lifted the ban on the foreign 
shipments of money, there has been no 
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Latvia’s Big Money Imports. 


means of recording its exodus to foreign 
lands. 

There are other difficulties also. 

The Department of Commerce, in making 
its calculations of the invisible trade balance, 
estimated that American tourists during 
1922 spent $300,000,000 abroad. The re- 
mittances of immigrants, combined with 
European relief, were placed at $400,000,- 
000. Inasmuch as the tourist is not re- 
quired, either upon boarding the liners or 
disembarking from them in foreign har- 
bors, to declare the amount of currency he 
has in his pocket, there is no way of tell- 
ing just how many millions are carried 
abroad in this way. 

The mailing of American dollars to Rus- 
sia and Germany attained large proportions 
when the mark and the ruble were diving 
headlong for new levels in their precipitous 
decline. How many thousands of Ameri- 
cans, in endeavoring to help relatives in 
European countries, used this method of 
‘ransmitting dollars, is, of course, an un- 
answerable question. That millions of bills 
were transmitted to Europe, however, is 
not disputed. 

And, lacking any definite knowledge as 
to the volume of currency that later found 
its way back to America, there appears to be 
no satisfactory means of fathoming the 
riddle. “The Federal Reserve Board has 
not attempted, and I doubt if it could, ap- 
proximate the amount of our currency held 
and in circulation abroad,” the Secretary of 
the Board wrote in reply to an inquiry. 

The growing use of the dollar as an in- 
ternational medium has brought with it an 
interesting lot of sidelights, what with finan- 
cial stringencies, money famines and col- 
lapsing currencies in foreign lands. 


He Indorsed the Dollar 


OWN in Peru, Victor Larco Herrera, 

the owner of the Roma sugar estates in 
Trujillo, holds a rather unique distinction— 
for only through his personal indorsement 
was the dollar found acceptable. Shortly 
after the war, Peru developed a shortage 
in currency due to a large part of its gold 
being shipped abroad. The government, to 
meet this situation, began putting out paper 
notes—“cheques circulares’—but the na- 
tives showed a hesitancy to accept this cur- 
rency, for Peru had always paid out gold 
in circulation. In order to provide money 
to meet his payrolls, the sugar producer 
conceived the idea of purchasing from $100,- 
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000 to $200,000 in $1 and $2 American bills. 
When this new-fangled money made its 
appearance, the natives balked at accepting 
it. Not until Mr. Larco stamped on each 
bill that he would redeem it in gold at his 
office was the American dollar in good 
grace. 

The same ignorance of the dollar’s value 
is hardly in evidence elsewhere, even in 
Bermuda among the colored drivers of the 
colony, who furnish the only means of gen- 
eral transportation—the horse-drawn hack. 
The hack drivers follow the fluctuations of 
the sterling exchange with an eye to busi- 
ness that would gratify a banker. Almost 
any native can quote the number of shill- 
ings to the dollar, just as faithfully as a 
bureau de change. 

The employment of the dollar as a cur- 
rency standard has given rise to a new and 
nefarious business—the counterfeiting of 
American money in foreign countries. The 
Austrian Bankers’ Assocjation appealed to 
the government to assist it in stamping 
out the frauds, which were being prac- 
ticed there, by sending all the information 
it might have in its possession. 
lands, the making of spurious American 
money has been prevalent, also. 

In Cuba there is a tremendous amount of 
American money in circulation, for the dol- 
lar is the recognized currency. W. P. G. 
Harding, Governor of the Federal Reserve 
Bank of Boston, who has made a close 
study of the Cuban situation, says that while 
there is no definite information as to the 
amount of United States currency held in 
Latin America, he is of the opinion that 
“at least” one hundred million dollars may 
be found in circulation there. At one time 
about two years ago a run developed on the 
banks in Cuba, due to disquieting reports 
appearing in the native papers. Rising to 
meet the crisis, the leading American and 
Canadian banks received emergency ship- 
ments of currency until they had in their 
vaults 75 per cent of the total deposits in 
United States currency. One banker esti- 
mated that there might have been as much 
as $150,000,000 in American currency in 
Cuba at that time. 

Issuing banks in Haiti and in Honduras 
guarantee their notes by maintaining re- 
serves of American money. In Honduras, 
the government has decreed American 
money and metal currency to be legal ten- 
der with a comparative value of 200 per 
cent of the value of Honduras currency. 
In Guatemala, the dollar enjoys a wide cir- 
culation. 


The Flow to and from 
Europe 


HE adoption of the dollar in various 

parts of the world doubtless has led 
to the making of fantastic estimates of 
hoarding and holdings. From what definite 
information there is at hand there seems to 
be little justification for the collossal pro- 
portions which these figures have attained. 
Paraphrasing the maxim of childhood, it 
appears that “What goes out is bound to 
come back.” For, while the newspapers 
have made frequent allusions to the “un- 
paralleled” shipments of currency abroad, 
there has been scant reference to the com- 
pensatory receipts of the American dollar. 


In other. 


JOURNAL OF THE AMERICAN BANKERS ASSOCIATION 


The greater part of the currency shipped 
abroad is transmitted by the great banks of 
New York, with their network of foreign 
connections. While the banks in Boston, 
Philadelphia and other centers ship money 
to Europe, their operations are dwarfed by 
the shipments of the metropolitan institu- 
tions. The Federal Reserve Bank of New 
York has been sending out since last May 
questionnaires to fourteen of the leading 
banks which deal in this phase of banking, 
and from them has obtained precise in- 
formation. 

While talk continues of a half billion of 
American currency abroad, the figures of 
these banks show a rather evenly balanced 
movement of dollars to and from foreign 
countries. During the last eight months 
of 1923, the fourteen banks shipped out 
$29,081,985 in currency and received in re- 
turn a total of $22,480,267. To Europe by 
months this year the fourteen banks have 
reported the following: 


Receipts from 
to Europe urope 

$2,696,180 $491,406 
898,525 


August 
September 
October 
November 
December 


$6,623,322 


The significance of these figures is that, 
during a period when shipments of Ameri- 
can currency abroad has been proceeding 
in unprecedented volume, Europe has kept 
just a little more than two million dollars 
a month more than she has sent back to the 
United States. 

During the war, when there were millions 
of kahki-clad Americans in France in the 
expeditionary forces, great sums of money 
were spent there. Later, when the army of 
occupation camped on the Rhine, the sol- 
diers distributed the dollars widely in Ger- 
many. While it is reasonable to believe 
that the thrifty Germans, with an eye to 
the future, salted away some of the pre- 
cious greenbacks, the demand for things 
that the dollar would buy called most of 
the currency home. 

Indicative of this is the result of the 
study made by the New York Reserve Bank 
for the period from Jan. 1 to April 30, 1921. 
Only $105,168 was shipped to European 
countries during this time, while shipments 
of $35,121,251 came home on the inbound 
liners. From the world, the New York dis- 
trict received $55,653,641 while shipping out 
only $11,176,668, of which $9,684,300 went 
to Cuba. However, the bank admitted that 
the record of exports was “probably much 
reduced by the impossibility of knowing the 
amount of currency carried out of the 
country by travelers or remitted by indi- 
viduals through the mails.” 


Where Our Currency Went 


ERE is where American currency has 
gone during the last eight months of 
the past year: 
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While it is true that Germany, Austria 
and the Baltic states, bordering on Russia, 
have proved sink holes for American cur- 
rency during the past year, other European 
countries have almost offset these losses by 
sending more currency back than they have 
added. Immigrant remittances is one of the 
big factors in this movement. 

One of the baffling things encountered in 
seeking to ascertain just how much Ameri- 
can paper money has traveled overseas 
grows out of the practice of immigrants 
sending part of their earnings back home. 
This is listed as one of Italy’s industries— 
getting money from Italians in America. 
Secretary of Commerce Hoover estimated 
that the remittances in 1922, combined with 
relief expeditures, amounted to $300,000,000 
—a total not far short from a million dol- 
lars a day. While most of these remittances 
take the form of money orders, the pre- 
cipitous declines in the debased currencies 
brought with them the practice of making 
payments in dollars abroad—for, in some 
cases, the mark dropped as much as 50 per 
cent while a letter was in transit between 
New York and Germany. This necessitated 
the actual shipment of the currency. 

An official of the largest company en- 
gaged in this work estimated that shipments 
of American currency abroad to meet this 
need were running about $15,000,000 a year. 
He placed the net movement at $10,000,000, 
however. 

Returning travelers comment upon the 
number of bills of small denominations they 
have seen, especially in Germany. In re- 
porting the shipments of currency for No- 
vember and December, the fourteen banks 
advised that one and two dollar bills made 
up only about one-tenth of the face of the 
money. Analyzed, the shipments for the 
two months consisted of : 


$5 to $20 Over $20 
$1 & $2 F.R.notes Others F.R.notes Others 


$150,091 $507,450 $231,150 $590,500 $1,716,200 
159,600 1,402,150 380,150 1,319,500 278,000 


Premium on $5 Bills 


AN interesting sidelight on the demand 
for American currency in Germany 
and Russia is that the five dollar bill com- 
mands a premium over the five dollar gold 
piece. At times this has been as much as 25 


cents. The arbitrary value placed on gold 
by the respective governments is a factor, 
but, in the case of the American bills, the 
bidding up process for this “good money” 
as conducted in open markets for foreign 
exchange, is declared to be what has placed 
a premium on the paper dollar that does 
not exist on gold. 

It would be an exaggeration to state that 
any of the government departments are dis- 
turbed over the situation, even if they are 
unable to approximate the amount of 
American currency that might be tendered 
for immediate payment. With the vaults 
stocked with the greater part of the world’s 
gold supply, officials assert that all of the 
outstanding currency abroad might be re- 
deemed without creating a great flurry. 
Secretary of the Treasury Mellon, who dis- 
counts materially the estimate that there 
are 250 millions of American currency 
abroad, thinks there is a tendency to mag- 
nify the hoarding of the bills in Germany. 


1,697,442 1,159,591 
577,028 
39970,000 343,595 
Totalg 
125,500 


Comparative Costs of Credit 


Mortgages Guaranteed and Ordinary. 
Bonds and the Underwriting Spread. Functions of the 


Plan. 


By D. RICHARD YOUNG 


Insurance Company 


Finance Companies. Mercantile Credit and the Cash Discount. 
What the Buyer May Pay if He Cannot Discount His Bills. 


(Continued from the January issue of the Journal) 


ONSIDER a typical savings bank 

in a fair-sized city, confining itself 

to the lending of money on real 

estate—the original savings bank 
function. 

What does it cost the borrower on a 
$10,000 mortgage running three years on 
a lot and dwelling? The rate is on the 
average 6 per cent. with interest pay- 
able semi-annually. In addition, the bor- 
rower has to pay for the search and 
title policy about $100, the mortgage tax of 
Y% per cent—$50, the attorney’s fees for 
drawing up the mortgage and papers, $15, 
the recording fee, $5, stamp tax, $2—total 
about $175. This extra expense spread over 
a period of three years makes the total cost 
about 6.58 per cent. 

The expense of appraisal is usually borne 
by the lender, although in case the loan is 
never made, this expense may be charged 
to the would-be-borrower. If a renewal is 
desired and the status of the property and 
its ownership has not changed, the bank can 
have extension papers drawn up at a cost 
of only $15 to $25, and many mortgages 
now running have been extended in this 
way for fifty years or more. If money is 
hard to get, or the lender is able to take 
advantage of the borrower, he may charge 
an extra “commission” or “bonus” for se- 
curing the funds. 


Guaranteed Mortgages 


(sere mortgages cost the bor- 
rower no more as a rule than those 
that are made direct with the lender, the 
only difference being that the mortgage 
company sells the mortgage which it has 
taken at a price usually % per cent less 
than the original figure. If a mortgage 
company places a $500,000 mortgage at 6 
per cent, it may sell its certificates in smaller 
denominations, secured by the large mort- 
gage and bearing its own guarantee, to in- 
vestors to yield them 5% per cent. These 
certificates are as a rule a good investment 
for reasonable amount, but a person of 
large means would usually prefer to loan 
his money on the actual mortgage rather 
than on just a piece of it. Moreover, the 
contingent liability of these mortgage com- 
panies for the certificates which they have 
guaranteed and which are outstanding is 
seldom divulged. With many companies it is 
very large in proportion to their own capital 
and surplus, and in case of any mortgages 
going bad, especially if a large mortgage. 
their capital might be seriously impaired. 

What of the insurance which the lender 


requires to be kept paid up, the taxes, the 
upkeep—are these not also a part of the 
mortgage cost? Most people feel that they 
are not, since the owner of the property 
should and usually does make the necessary 
expenditures to keep it clear and in good 
repair, whether he be borrowing against it 
or not. 

The mortgages placed by insurance com- 
panies run into billions of dollars annually, 
and from the standpoint of the borrower 
the transaction is practically the same as 
if he were dealing with a savings bank. In- 
surance companies usually handle this busi- 
ness on a very conservative basis with small 
losses, because they are so carefully super- 
vised and because their size permits them 
to employ experts and to practice diversifi- 
cation to a very great extent. The insurance 
companies will have their loans spread over 
every State from Maine to California, yet 
have certain sections on a “black list” be- 
cause of local conditions which make it 
appear inadvisable to enter, among them 
cities whose growth has been very rapid, 
regions subject to disasters, such as tornado 
or flood, and sections where property values 
are inflated. They guard against loaning 
so much money in one town that they have 
virtually a “blanket mortgage on the whole 
community.” 

The subject of real estate mortgages leads 
naturally to that of investment bonds. The 
latter are based on the same sort of se- 
curity, but usually include industrial com- 
panies, railroads and public utilities, and 
are made for larger amounts, then sold 
in small pieces to the investing public. Both 
are for the same purpose—the supplying 
of permanent capital for fixed investment. 

The term “real estate mortgages” as sold 
by the large investment houses usually refers 
to those secured by apartment houses, hotels, 
office buildings and store properties, and are 
harder to dispose of than those termed in- 
vestment bonds. They bear 6 to 7 per cent 
interest, and the borrower must pay in addi- 
tion to the commission for selling the bonds 
the usual expense of placing the mortgage, 
plus the charge for the trustee, registrar, 
transfer agent, fiscal agent and the cost of 
printing the certificates, which, spread over 
a period of years, usually makes the total 
cost to the borrower 7 to 8 per cent, and 
sometimes higher. 


The Underwriting “Spread” 


HE large investment banking houses 
specializing in high grade bonds are 
forced by the keen competition for these 
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issues to bid on close margins. The bor- 
rowers are concerns in a strong financial 
condition with an established credit stand- 
ing, and the question changes from one of 
security to that of price. The underwrit- 
ers of these large issues desire to dispose of 
them all within a few days, and have the 
channels of distribution to do so, as a re- 
sult of which they can safely handle the 
issue with a smaller margin of profit. 

The borrowing corporation stands the 
usual expense of drawing up the mortgage, 
printing the bonds, trustee’s fees, etc. It is 
also required to pay for the legal opinion 
which is required in each case, and only a 
selected list of attorneys is acceptable, since 
it is an extremely specialized and important 
matter to investigate the many national, 
state and local laws, as well as the pro- 
visions of outstanding mortgages, preferred 
stock, etc., and pass on the legality of an 
issue. In the case of municipal bonds, the 
taxing powers of the municipality must be 
carefully studied, and in the case of railroad 
and public utility issues, the approval of 
the commissions regulating them must be 
secured. 


The ‘Four Point Spread” 


EE the bond bears 5%4 per cent interest and 
is to be sold at, say, 95, to give the in- 
vestor a current yield of 5.79 per cent, the 
underwriter may offer to buy it at 91, giving 
him four points commission for handling it, 


spoken of as a “four point spread.” This 
margin will, of course, vary with the type 
of security, the quality, the amount, the con- 
dition of the investment market. Municipal 
bonds in an active market might be han- 
dled with a spread of only three-fourths of 
a point for a first grade, one and one-half 
to two for a second grade, two to four for 
a third grade; in an inactive market the 
same bonds would require one and one-half 
to two points for a first grade, two to 
three for a second grade, and three or more 
for a third grade. Industrial bonds usually 
are bought with a spread of two to five 
points, but there is no set figure, for the 
banker’s desire to secure a certain com- 
pany’s financing will make him bid closer, 
while unfavorable factors may make it un- 
attractive even at a much higher rate. 
This spread has its cost distributed over 
the life of the issue, so that a spread of 
4 per cent divided into twenty years means ° 
only 0.20 per cent per year added to the 
interest, which is not large and may be 
saved many times over by the power of a 
good underwriter to dispose of bonds bearing 
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a lower coupon rate. It is a somewhat 
popular delusion that when a company sells 
its bonds at a considerable discount, it is 
paying very dearly for the money, and 
the coupon rate is given only secondary 
consideration. As a matter of fact, how- 
ever, it would be as cheap for a company 
to sell a twenty-year bond, bearing 5 per 
cent at 8844 as a similar one bearing 6 
per cent at par. If it could sell a 4 per 
cent bond, it could offer it at 76.89. 

For psychological reasons more than any- 
thing else, most people prefer a bond selling 
below par to one selling above par and 
giving the same or a slightly higher yield. 
They seem to figure that the appreciation 
which will take place while the bond is ma- 
turing is “velvet,” and that if they paid 
a premium for it they would have to charge 
off the loss when it was redeemed at par 
upon maturity. When the interest tables 
dictate one thing and tue human mind dic- 
tates another, the tables are invariably over- 
ruled. 

While considering investment securities 
it should be kept in mind that the purchas- 
ers include not only the individual investors— 
“the public’—but a large portion is taken 
by other financial institutions, such as com- 
mercial banks, savings banks and _ insur- 
ance companies. These institutions receive 
their funds from individuals in the form 
of checking accounts, savings deposits and 
insurance premiums, so that it all goes back 
to “the public” eventually. This merely 
confirms the statement made earlier in this 
study to the effect that financial institutions 
do not create wealth; they only gather it 
and make it available for industry and 
trade. One man can borrow real “capital” 
only if another man is willing to deny 
himself the use of it. An expanding credit 
structure does not necessarily mean an in- 
crease in the world’s wealth. 


Finance Companies 


| any study of comparative credit costs, 
one of the most interesting yet least under- 
stood phases is that of finance companies. 
The Federal Reserve Bulletin of January, 
1923, contains a report prepared by the Di- 
vision of Analysis and Research, which be- 
gins as follows (page 37) : 


“Since about 1900 there has been developed in 
the United States a group of organizations various- 
ly known as finance companies, credit companies, 
or discount companies. Their business may include 
one or more of the following: (1) Discounting or 
buying commercial receivables—i.e., accounts, notes, 
or acceptances; (2) advancing funds to dealers 
with which to purchase automobiles (wholesale sale 
of automobiles); (3) advancing funds to enable 
dealers to sell automobiles on the installment plan 
(retail sale of automobiles); (4) advancing funds 
to enable dealers to sell furniture, agricultural 
implements, books, musical instruments, refriger- 
ators, restaurant fixtures, household utensils, elec- 
trical appliances, etc., on the installment plan; (5) 
advancing funds against merchandise. pecializa- 
tion is noticeable, especially in connection with dis- 
counting receivables and financing automobiles. 
Scarcely any companies undertake all the above 
classes. The larger firms in the field usually limit 
themselves to discounting receivables and financing 
automobiles. It is only with these two classes of 
business that the present study deals, inasmuch as 
they comprise the great proportion of the total 
volume of business done. For clarity in the fol- 
lowing study, “finance company” will be _ used 
where the general group of companies is referred 
to; “discount company” in speaking of practices 
in connection with discounting receivables; and 
“auto-finance company,” in referring to automo- 
bile financing. 

“A recent study (Merrick, The Modern Credit 
Co.) states there are today over 125 finance com- 
panies in existence with an aggregate capitalization 
of approximately $100,000,000 and a volume of 
business amounting to $1,200,000,000 annually. 
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An official of one of the largest companies gives a 
smaller figure in each case—$65,000,000 capitali- 
zation and $800,000,000 as the volume of business. 
Another authority places the volume of receivables 
discounted in the eastern States alone at roughly 
half a billion dollars a year. The size of the individual 
company varies greatly, from a capital of a few 
thousand to several million. The average size of 
the company specializing in discounting receivables, 
however, is larger than that financing automobiles, 
as automobile business as a rule is much easier 
to obtain and new companies can acquire a reason- 
able volume in a shorter time. Further, as one 
writer explains, “sellers of accounts receivable 
are, generally spesking, larger concerns than the 
average automobile dealer and will hesitate to 
place their business with a small or new company.” 
Of the 125 companies ment‘oned above, 45 are 
incorporated under the laws of Delaware. In New 
York a number have incorporated under the bank- 
ing laws of that State and are subject to regular 
examination by the State Banking Department. 
preferred and common stock are usually 
issued. 


Most of these finance companies supple- 
ment their own capital by borrowing, and 
thereby are enabled to handle a much greater 
volume of business and to make larger 
profits. This borrowing may be from their 
own banks of deposit, by commercial paper 
sold in the open market, and by the distri- 
bution of securities to the investing public. 


Varying Charges 


HE charges made by these companies 

vary considerably, as would be expected 
from the diversity of the lines of business 
specialized in, the different procedures in 
discounting and loaning, and the various 
grades of creditors represented. Probably 
the most common rate is 1/25 of 1 per cent a 
day on the net face amount of receivables. 
This is at the rate of 14.60 per cent a year. 
Since only 75 to 80 per cent of the face 
amount is advanced, the actual rate charged 
is correspondingly increased. In addition, 
there is usually a service charge of $5 per 
$1,000, which is supposed to cover the cost 
of the credit, accounting and legal depart- 
ments, which are at the disposal of cus- 
tomers. 

For example, suppose a customer discounts 
$50,000 of six months receivables, receiving 
an advance of 75 per cent, amounting to 
$37,500, minus the service charge of $250, 
or $37,250. Interest on $50,000 at 1/25 of 
1 per cent a day (payable monthly) is $3,- 
650. At the end of six months the customer 


‘receives the balance between the amount 


advanced and the face amount, provided all 
the receivables are paid—$12,500. For the 
use of $37,250 for six months he has, there- 
fore, paid $3,900, or at the rate of 20.94 per 
cent a year. This figure would vary up or 
down as a result of the various scales of 
prices above mentioned, but is believed to 
be a fair estimate. It is to be noted that 
the cost to the customer does not include 
any losses from bad debts, unless they are 
discounted without recourse or are covered 
by credit insurance, in either case involving 
some extra cost for this item. 


Personal Loan Companies 


Bing rate of 21 per cent a year charged 
by the finance companies will seem to 
most people a pretty stiff one, but even 
this is moderate when compared with the 


interest charged for the so-called “per- 
sonal loans.” The regular rate for this 
class of business is 42 per cent a year, while 
the “irregular” rate (charged by loan sharks 
and pawnbrokers) is several times that and 
would even make the German Reichsbank’s 
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official discount rate of 90 per cent a year 
seem trifling. 

By a “personal loan” I mean one made 
by a man or woman who could not borrow 
from a bank because of having no collateral 
to put up or any credit standing, and who 
often does not even have a bank account. 
A workman may, because of illness or death 
in his family, for a wedding or to begin 
housekeeping, to repay a loan shark or for 
miscellaneous debts, need to borrow say $250. 
Excepting possibly some household furni- 
ture, he has no assets and no income, ex- 
cepting his wages of say $40 a week. To 
meet his requirements (and the total of 
such loans is estimated at many millions 
annually), there have been organized what 
are known as personal loan companies or 
societies. 

Many states have passed legislation to 
regulate the operation of these companies, 
called “Industrial Loan Acts.” The move- 
ment has spread so that eventually a similar 
law may be adopted in every state, on the 
same principle as the uniform negotiable 
instruments act. The rate fixed is usually 
31%4 per cent per month on the debit bal- 
ance. The borrower gives a chattel mort- 
gage pledging whatever property he pos- 
sesses, receives his $250, and then pays back 
at the rate of say $25 each month, extin- 
guishing the debt at the end of ten months. 
The total cost is, therefore, slightly over 
42 per cent a year since interest is payable 
monthly—about 45.68 per cent. 

Lower rates may, of course, be secured 
from certain types of personal loan com- 
panies in case the borrower has better se- 
curity to offer or can get one or more en- 
dorsements on his note. Sometimes a small 
fee is made to cover the cost of investigating 
the borrower. No criticism is meant in call- 
ing attention to these rates, for in truth 
the needy borrower is greatly aided because 
of reliable companies and by the laws gov- 
erning them. Otherwise he would be at 
the mercy of unscrupulous lenders who 
would take advantage of his ignorance and 
his need to virtually rob him. In the Army 
years ago when soldiers received about $13 
a month pay, there was in many camps a 
“banker” who would, toward the end of 
the month, lend his hard-up comrades a few 
dollars and charge only “1 per cent,” al- 
though the market rate might be 6. This 
“1 per cent” meant that on pay day the 
soldier who had borrowed one dollar the 
week previous would pay back the dollar 
plus one dollar interest—‘l per cent.” 


Mercantile Credit 


N the remarks in the previous article on 

“Commercial Banking” it was pointed 
out how in practically all the successive 
stages through which a product passes 
from the production of the raw material 
to the consumption of the finished goods, 
its financing is participated in by the com- 
mercial banks. An equally important ser- 
vice, however, is done by the mercantile 
credit extended by the seller to the buyer 
of the goods. Chart I (published in the 
January JouRNAL) shows how this takes 
place, and how, as the goods move along 
the productive route, each dealer extends 
credit covering its sale to the dealer in 
front of him; he seldom grants credit to 
the dealer behind him, although he may do 
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Comparative Credit Costs 


ORGANIZATION BASIS OF BORROWING 


AND DIRECT COST 


INDIRECT cost 


COMMERCIAL BANK DISCOUNT OWN NOTE 


5+ 7, 


INTEREST IN ADVANCE, STAMP 


024%) 5.74] 
“TAX, AND 360 DAY BASIS 


54 SAME, EXCEPT 
MATURITY 


SAME, EXCEPT INTEREST MONTHLY 


+ SAME, PLUS BROKERAGE FEE oF 
+7, ON EACH NOTE 


SAME AS ABOVE 


APPRAISAL, SEARCH AND TITLE 
POLICY, MORTGAGE AND STAMP 


TAK, ATTORNEY'S FEE, RECORDING 
FEE. 


SAME AS ABOVE 
SAME AS -ABovE 


SAME AS ABOVE, PLUS: LEGAL ee | 
OPINION, CHARGE OF TRUSTEE, 
REGISTRAR AND FISCAL AGENT, 
COST OF PRINTING BONDS, AND 
COMMISSION FOR SELLING 


INTEREST AT 


LOAN 44 
5 


COMMERCIAL’ PAPER THROUGH 6ROKER ~ 3 MONTHS 


— 6 MontHs | 5+ 628 


SAVINGS . BANKS AND 
INSURANCE COMPANIES 


DIRECT MORTGAGE 


MORTGAGE EXTENSION 


AGRICULTURAL BANKS FEDERAL FARM LOAN BANKS 


ne 
nie 


JOINT STOCK LAND. BANKS 


INVESTMENT SECURITIES] REAL ESTATE MORTGAGES 6/7 


MUNICIPAL BONDS GRADE) 4 


INDUSTRIAL BONDS 


RAILROAD BONDS 


ADVANCE * AGAINST RECEIVABLES 


ONLY 75/807, OF FACE AMOUNT | 6,34 
AT 7 PER DAY 


ADVANCED. SERVICE $5, 


FINANCE COMPANY 


SOCIETY 


ADVANCE AGAINST AUTOMOBILE PER *1,000 tas 
PAPER AT PER MONTH 

; PERSONAL LOAN GOOD SECURITY oR ENDORSEMENT COST OF INVESTIGATION, eel 


EST IN * ADVANCE, SERVICE CHARGE 


UNSECURED OR CHATTEL MORTGAGE! 42 
HOUSEHOLD Goons. 347, MONTHLY 
TERMS 27 10 DAYS, NET 30 DAYS 


COST OF PLACING MORTGAGE, 3.68 


INTEREST PAYABLE MONTHLY : 


27, FOR USE oF 987 20 DAYS 


MERCANTILE CREDIT 


4 


242 
5 


DISCOUNT IN ADVANCE, BUT 0,25 
INCLUDES COLLECTION CHARGES 


DISCOUNT IN ADVANCE, FOREIGN 
AND AMERICAN BANK COMMISSION 


MONTHS 


FOREIGN CREDITS 


DISCOUNT DOCUMENTARY DRAFT 54 
J 
4 


ACCEPTANCE LETTER OF CREDIT a 


Chart IV—Principal types of credit—showing direct interest charge, other expenses, and total cost to borrower. 


! Based on average 
New York City rates about December 1, 1923 


so in certain cases, as when the tobacco 
merchant makes advances to the grower 
with whom he has contracted for the pur- 
chase of the crop. 

The terms on which sales are made and 
credit granted are various. Each line of 
business has its standard terms, but even 
here there is no absolutely fixed rule, and 


it must be kept in mind that the terms 
will vary according to the practices of 
particular sellers, the locality, the credit 
standing of the customer, and general and 
local business conditions both present and 
anticipated. 

The banker is interested in trade terms 
because they aid him in analyzing a con- 


cern’s financial statement, and in deciding 
whether receivables and merchandise are 
in proper relation to sales and capital. It 
is no easy matter, however, to compile the 
standard trade terms for various lines. The 
writer not long ago had occasion to consider 
this problem. The only feasible treatment 
seemed to group everything under the prin- 
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cipal lines of trade and industry making 
about fifty headings. If one attempted to 
make a catalog of trade terms for every 
importance article from tea cups to spark 
plugs or hat bands, the list would be end- 
less. The grouping plan, however, is quite 
satisfactory, since the terms for spark plugs 
would probably be the same as for most 
other of the hundreds of automobile acces- 
sories, and the same kind of concerns handle 
them all. It is easy to say that terms for 
a certain product are “2 per cent ten days, 
net thirty,” but it is probably not true, and 
to show the great diversity of terms in any 
one line, the following compilation for “Hats 
and Caps” is quoted : 

“Trade includes—Manufacturers’ and jobbers’ 
trimmed and untrim: men’s and boys’ felt, straw 
and cloth hats; also cloth caps; also manufacturers 
and wholesalers’ trimmings, sweat bands, hatters’ 
plush and fur, blocks, machinery and supplies. 

“Some manufacturers buy hatters’ fur and make 
rough hats, others make finished hats, while others 
buy rough hats and finish. Distribution is partly 
through jobbers and partly direct to retailers. 

“Rough felt hat mfrs.—n/30. 

“Finished felt hat mfrs.—10%/10/e.o.m. and re- 
duced discount for longer periods; also 2%/10/30; 
6%/10/11; . 5%/30, and net thereafter; n/10; 
n/30. Give 30/60 days extra to customers in West 
and on Pacific Coast. 

“Silk hat mfrs,—net terms. 

“‘Straw-braid hat mfrs.—book majority of orders 
July to Oct.; shipments during March and April. 
7%/10/May 1 dating to jobbers. 6%/10, 5%/3v 
June 1 dating to retailers. 

“Panama and fibre body hat mfrs.—2%/10/30 
May 1 dating; also net May 1, also same as on 
straw-braid hats. 

“Jobbers of all classes of hats—2%/10/30 and 
2%/10/60 and extra, although usually allow dis- 
count if paid within 90 days. 

“Trade acceptance is little used, about 5%. 
Estimated that 50/75% of customers take highest 
discount offered. Only 5% take over 30 days; 
to do so reflects adversely on credit standing.” 


The Cash Discount 


N mercantile circles there exists consid- 

erable misunderstanding of and abuse of 
the cash discount. Often an uninformed re- 
tailer will fail to take advantage of it. 
Other retailers, unscrupulous, will take the 
discount when it has not been earned, and 
the seller will often let them “get away 
with it” rather than lose the trade. Still 
other retailers, especially the buyers for 
large department stores and chain stores 
will insist on larger cash discounts than 
are granted to the general trade. 

Historically, the cash discount developed 
in the early days when capital was scarce, 
transportation slow, and business mostly 
all of a seasonal character, because it was 
based on agriculture. Long credits were 
needed and were universal, yet for the 
buyer who could pay cash a certain pre- 
mium was naturally allowed. Many mer- 
chants lose sight of the fact that the “price” 
is the net price payable at the end of the 
credit period, and that the “cash discount”’ 
is a premium given for anticipating pay- 
ment. Instead of allowing the buyer to 
secure this premium by deducting it from 
the face of the remittance check, many 
credit men feel that it would be better to 
have him pay the full amount of the invoice 
and have the seller mail his own check 
for the premium if earned. 

In case the buyer chooses not to take the 
cash discount but to pay at maturity he is 
virtually borrowing capital from the seller, 
on which he pays a rather high rate. Suppose 
he buys $1,000 worth of groceries on terms 
of 2 per cent ten days, net thirty days, and 
remits at maturity; at the end of ten days 
he could square his account for $980, so that 
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for the use of $980 for twenty days he pays 
$20, or at the rate of 37.24 per cent per 
annum. The rates for other trade terms 
as published by the National Association of 
Credit Men are given herewith: 


4% 10 days—net 4 mos.—13% per 
4% 10 days—net 60 days—20% per 
5% 10 days—net 4 mos.—16% per 
5% 10 days—net 60 days—36% per 
5% 10 days—net 30 days—90% per 
6% 10 days—net 4 mos.—20% per 
6% 10 days—net 60 days—43% per 
7% 10 days—net 4 mos.—23% per 
8% 10 days—net 4 mos.—26% per 


Foreign Credits 


_ a merchant sells goods abroad, 
dealing with the buyer direct and 
not through a banker, there are five prin- 
cipal ways of handling the account. Two 
ways are on an unsecured basis in which 
the goods are shipped on consignment, or 
on open account. Three are on secured 
basis, in which the seller draws a draft 
on the buyer and having attached the docu- 
ments conveying title to the goods, enters 
it with a bank for collection or for dis- 
count, or has the buyer open a commercial 
credit in an American bank which will pay 
the seller upon presentation of the proper 
documents, payment being made either in 
cash or by accepting his draft. 

In the case of handling the draft for col- 
lection, the charge by the American bank 
ranges from % per cent to % per cent, 
and the charge by the foreign bank from 
% per cent to 1% per cent, depending on 
the country drawn on, etc. Thus if it is 
1% per cent on a ninety-day bill, the rate 
would be about 2 per cent a year. If the 
draft is discounted at the current money 
rate, say 5% per cent, the cost to the seller 
is about 5.75 per cent a year. The discount 
in this case includes the charges for the 
American bank, the charges for foreign 
bank and all the necessary stamp charges. 

If an acceptance credit is opened, the 
foreign buyer pays usually % per cent to 
the accepting bank for a ninety-day accep- 
tance, which can then be discounted by the 
seller in the open market at say 4% per 
cent. There is also the commission of the 
foreign bank through which the credit is 
opened, ranging from % per cent to % per 
cent. Both commissions are paid by the 
buyer and the discount by the seller, but 
the latter is, of course, taken into considera- 
tion in fixing the selling price so that the 


Issued by 


States, counties, cities, etc. 

United States Government 

Federal Land Banks, intermediate credit banks 
and joint stock land banks 

Insular possessions 


Gross 
Amount 


$11,036,000,000 
2,294,000,000 


1,228,000,000 
112,000,000 


$14,670,000,000 
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buyer stands the total credit cost. For ex- 
ample, a $10,000 ninety-day acceptance credit 
might cost opening bank commission 4 
per cent—$25; American bank commission 
% per cent—$25; discount at 4% per cent— 
$106.25, leaving $9,843.75, and making the 
cost 6.44 per cent per year. 

Acceptance credits may also be used in 
domestic transactions and are popular in 
the case of financing cotton in the South. 
A cooperative marketing association makes 
an arrangement with various banks to ac- 
cept its drafts secured by warehouse re- 
ceipts covering cotton in storage and bills 
of lading on cotton in transit. The drafts 
after acceptance by these banks can be sold 
in the open market at a low rate, about 
4% per cent at present. This makes the 
total cost about 5.44 per cent per year. An 
arrangement may be made to have the ac- 
cepting bank also buy the acceptance at a 
certain flat rate, say 514 or 6 per cent, re- 
gardless of the current market rate for 
bankers’ acceptances. In this case the bank 
extends credit, while if the acceptance is 
sold in the open market, the bank’s own 
funds are not used. In this transaction, as 
in practically every one mentioned through- 
out this article, it will be seen that no mat- 
ter what may be the medium for the ex- 
tension of credit, the capital eventually comes. 
from the “public” from its savings. The 
financial institutions are only the interme- 
diaries for assembling these savings, be 
they millions of dollars or just pennies—and 
making them effective. The man who re- 
ceives a salary of $150 a month and saves 
$25 a month is benefiting not only himself 
but adding to the world’s productive capital, 
which can be used with other savings to 
build railroads and factories for the benefit 
of all mankind. 


Treasury’s Estimate of Tax- 
Exempt Securities 
Reon Treasury Department at Washing- 
ton, according to an official statement, has 


estimated that the wholly tax-exempt se- 
curities outstanding aggregate $12,309,000,- 


000 as of Jan. 1. These figures are based on 
compilations of the Bureau of the Census, 
supplemented by the latest information avail- 
able to the Treasury. While the figures as 
to the municipal and state bonds may not 
be entirely complete, it is believed the amount 
is substantially correct. The details are as 
follows: 


Amount Held in 
Treasury or in 
Sinking Funds 

and in Trust 

Funds of States, 

Cities, etc. 


Amount Held 
Outside 
Treasury, 

Sinking Funds 
and Trust Funds 


$9,536,000,000 
1,541,000,000 


$1,500,000,000a 
753,000,000b 


1,123,000,000 
109,000,000 


$12,309,000,000 


105,000,000c 
3,000,000b 


$2,361,000,000 


(a) Tax-exempt securities held in sinking funds and trust funds. 
(b) Owned by banks, but held by the United States Treasury as security for circulation or 


deposits. 


(c) Owned by the Government and held in trust for national banks. 
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Is a Public Market a Good Public 


Investment? 


By C. B. SHERMAN 


U. S. Department of Agriculture 


If Community Leaders Will Carry Baskets the Enterprise May 


be a Success. 


Disappointment in One City Because House- 


wives Disliked to Carry. Washington, D. C., Market An- 
nual Sales Over $14,500,000. Price Expectations in Conflict. 


HE part that public markets can 

play in effecting cheaper and more 

efficient distribution of foods, es- 

pecially of fresh farm foods, is en- 
gaging a great deal of consideration, if 
letters of inquiry received by the Federal 
Department of Agriculture from civic or- 
ganizations, municipal officials and public- 
spirited citizens are a fair indication. Bank- 
ers, too, are among the number who have 
wished to know just what the possibilities 
of a public market are in the way of fur- 
nishing an outlet for farm goods on the 
one hand and of helping to solve food prob- 
lems of the town on the other. 

This interest is taken as one of the signs 
of a return of normal conditions. Interest 
in public markets was keen in the decade 
preceding the war, but 
the emergencies of the 
war period thwarted 
or postponed many 
civic undertakings, in- 
cluding the develop- 
ment, building and 
renovation of city 
market places. 

In an effort to aid 
those communities and 
cities that are inter- 
ested in public mar- 
kets, whether already 
established or yet to 
be developed, and to 
point out some of the 
pitfalls that are likely 
to be encountered in their development and 
management, the Federal Department of Ag- 
riculture has studied the question rather 
closely. Moreover, since the Government 
terminated its lease and took over the general 
administration of the historic Center Market 
in the City of Washington, developed during 
a century on Government land, the Depart- 
ment of Agriculture has had an unusual op- 
portunity to study at first hand the problems 
and costs involved in the operation of a pub- 
lic market. It has been able to demonstrate 
under actual business conditions the advan- 
tages of improved equipment and the possi- 
bilities of rejuvenating old markets in sani- 
tary matters. 

As an indication of the importance of 
Center Market in the distribution of food- 
stuffs of the city during the first year of 
operation under Federal administration, gross 
sales by tenants, wholesale and retail, aggre- 


gated $14,594,984, exclusive of sales by 
farmers on the curb market outside the 
building. It is to be understood, of course, 
that the Department of Agriculture does not 
buy and sell. It merely provides the business 
supervision of the market. 

As a result of these studies and this experi- 
ence, it is able to point out rather definitely 
some of the factors that make for success 
or failure in a city market venture, and it 
has worked out and published suggestions for 
an ordinance to establish, locate, regulate 
and maintain open 
farmer - markets. 
This ordinance is 
capable of consid- 
erable adaptation to 
fit local conditions. 


An Inexpensive but Successful Farmers’ 
Curb Market in the Middle West Where 


the People Are 
Willing to Carry 
Their Purchases 


WZ 


Not a Complete Solution 


BLIC farmers’ markets constitute one 

of the promising factors contributing to 

the solution of food problems, but they 

seldom contain, in themselves, the complete 

solution in the case of any country neighbor- 

hood or any city. They usually work best 
as supplementary agencies. 

Not every community is fitted to sup- 
port a public market. Exceptions will exist, 
but in general even the simplest type of 
open retail market along a street curb can- 
not be expected to succeed in towns of 
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less than 10,000 or 12,000 population. Be- 
fore entering on such an enterprise, the 
interested community or organization should 
make a thorough study of local conditions 
to determine whether they are favorable for 
such a market, 

Such facts as these should be carefully 
determined, say the Department’s investi- 
gators: The approximate number of each 
of various types of existing agencies distrib- 
uting farm produce in the community and 
their relative importance; buying habits of 

consumers, that is, 
whether credit or cash 
is chiefly used; extent 
of delivery demanded, 
etc.; sentiment of pro- 
ducers and of organi- 
zations in regard to 
need for a market; 
agricultural conditions 
in relation to immedi- 
ate and potential sup- 
ply of products within 
hauling distance of the 
city, to be sold 
through the markets; 
the grouping of city’s 
population; the loca- 
tion of street railway 
lines; the location of 
main business zone and 
the location of most impor- 
tant subordinate business 
centers. 

Psychological factors are 
more significant than the in- 
experienced realize. If nat- 
ural leaders of a community 
like to go personally to mar- 
ket, many others will go; if 
the preference is confined 
to a few of the humble, 

the market will not have an adequate patron- 
age unless the city has a large population of 
such people. 

In a certain Southern city in North Caro- 
lina, a new municipal market—built at con- 
siderable expense and opened with consid- 
erable enthusiasm—has not been very 
successful. Local merchants say that it is 
because the women of the city are unwilling 
to carry market baskets. The town fathers 
think that it is because of the location of 
the new building, which is not on the old 
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Some of the Major Problems 


By JAMES E. CLARK 


HERE was recently printed in the 

Congressional Record a long and 

emotional communication from a 

resident of New Mexico, decrying 
the Federal Reserve System because some 
banks in that region had failed. 

Attacks on the Federal Reserve System in 
general terms—terms calculated to appeal to 
ignorance and passion and not to intelligence 
and reason—are to be deplored always, but 
they are especially mischievous when printed 
in the Congressional Record, thus apparently 
giving credence and sanction to ill-advised 
statements. All the facts are not available, 
but the crux of the matter is this: Such of 
the failed banks as were members of the 
Federal Reserve System, did not have any- 
thing additional on which the Federal Re- 
serve Bank of the district could make loans. 
For let it be remembered that the Federal 
Reserve System is not an eleemosynary in- 
stitution, but a banking system whose opera- 
tions are fixed by law. If its functions were 
to extend credit without limit, as to safety 
or substantial basis, then the system might 
properly be criticised, but its function is to 
conserve. This is its paramount duty to the 
public. It has a duty to its stockholders 
which are the unit banks which constitute 
its members, and these banks in turn have a 
responsibility to their own stockholders, to 
their depositors, and to their communities. 

If the banks which failed were not mem- 
bers of the Federal Reserve System, then it 
it is to be assumed that either they could not 
meet the requirements set up by law for the 
protection of the public’s money when loaned 
through Federal Banks, or that these banks 
remained without the Federal Reserve Sys- 
tem because they could not qualify for mem- 
bership or they felt that did not need the aid 
and benefit attendant upon membership in it. 

The Federal Reserve System would be 
headed for disaster if it practiced a policy of 
making good the deficits of banking institu- 
tions whose officers, impatient of restraint, 
elect to pursue policies not sanctioned by the 
rules of safe banking. 

Created to strengthen and stabilize busi- 
ness and to prevent panics, the system would 
do neither of these things if it entered upon 
the policy of extending credit which would 
immediately become hopelessly frozen. 

One article in the complaint is that the 
Federal Reserve System had purchased in 
the open market “securities valued at 
$49,000,000, while in all the district it has 
advanced the banks but a little more than 
$8,000,000.” 

Is this a fair cause of criticism? What 
were the securities? Not those of some for- 
eign government, or some blue sky corpo- 
ration, or some project for African coloni- 
zation, but the securities with which the 
well-being of the average man and his live- 
lihood are concerned. Surely this should 
be legitimate purchasing, a useful function 
of business. 

Two months prior to Dec. 31 there is, 


however, a very different total of Fed- 
eral Reserve loans outstanding. In Octo- 
ber the Federal Reserve Bank of Dallas 
had outstanding $23,000,000 in loans. From 
this it seems that a great many of its mem- 
bers have been functioning satisfactorily, 
for between October and Dec. 31, they 
paid off $15,000,000 in loans. The Federal 
Reserve Bank of Dallas is recognized as 
one which has exercised the most solicitous 
care over the welfare of its members and 
has gone far more than half way in its 
efforts to meet them and guide them over 
periods of depression. 

“I fancy the governing body of a city 
would not long tolerate a Fire Department 
organized and paid to extinguish fires who, 
when a fire started, would spray gasoline anc 
then run from the explosion and destruc 
tion.” Wholly without application the simile 
is, however, suggestive. What fire insur- 
ance company would issue a policy where a 
fire loss is a certainty? What fire insurance 
company will issue a policy if the building 
is on fire and sure to be destroyed? 

The critic calls for a change if the Ked- 
eral Reserve System “must never lose and 
always gain.” Federal Reserve Banks should 
not sustain losses. 

The system was designed to serve all busi- 
ness, to stand between business and panic; 
to prevent losses, not to apportion losses. 
Such a policy would seep away its powers 
and nullify its purpose. 


The Cost of Protection 
were important in the con- 


struction of the first transcontinental 
railway. When occasion required—and the 
requirements were frequent—the builders 
had to fight as well as work. A _neces- 
sary part of the construction equipment 
consisted of the weapons of war with which 
to repel the raids of the Indians who re- 
sented the invasion of their domains and 
who regarded the booty secured in raids 
as fair spoils. The readiness and ability of 
the workers to defend themselves hastened 
construction and lessened the number of sol- 
diers required for campaigning along the 
line. 

With the development of the country the 
Indian ceased to trouble, lawlessness was 
reduced to a minimum and for some years 
there remained only a remnant of the old 
banditry in the form of the infrequent hold- 
ups. 

Want, the spirit of adventure, deep ignor- 
ance, utter lack of perception of opportunity 
to work out a livelihood, lack of work or the 
hope of continuous employment, all these 
things might well have been reckoned as 
prompters of crime two generations ago. 
But these things, if now they count at all, 
cannot be charged with the same motive 
force in the production of crime today. 
There is work, there is opportunity and there 
are bigger rewards for individual industry 
than ever before, yet in 1923 the theft of 
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property with attendant crimes reached a 
scale which makes the old picturesque stage 
coach hold-up sink to an insignificant level. 

The other day, according to news dis- 
patches, there came across the continent a 
cargo of $12,000,000 worth of silk, in four 
special trains each making faster time than 
the ordinary passenger train, and each train 
accompanied by twenty-five armed guards. 
The incident is typical of the added burden 
imposed in the transaction of legitimate busi- 
ness by the prevalence of crime. 

The cost of safe transportation must of 
necessity be thrown on the general public; 
the extent to which business everywhere 
must go to protect itself takes an abnormal 
number of men away from constructive em- 
ployment and every successful hold-up has 
a tendency, when reported in the prevalent 
melodramatic fashion, to embolden the 
lawless to further depredations. These 
crimes happening in a period, not of distress 
but of plenty, properly raise the query as 
to the principal motive. In some times and 
places the need for the necessities of life 
might be placed in the forefront among mo- 
tives but in these times the principal motive 
seems to be a desire for a surfeit of luxuries. 

The concern of the banker in all of this 
does not end with the protection of that for 
which he is directly responsible. The cost 
of crime is becoming too great a burden on 
business in general; the criminal parasites 
are becoming too much for the body politic 
to bear. 

There never was a public evil or a public 
abuse that did not eventually cease under 
the force of public opinion. Only an aroused 
public opinion will end the present crime 
wave and the banker, being a community 
leader, can aid in quickening the moral sense 
of his community. 

Raise public opinion to a discerning level 
so that it shall no longer be sufficient that 
men and women have money with which to 
pay their way. So raise public opinion 
that it will not be satisfied until it knows 
beyond doubt that the means with which the 
individual pays his way comes within an 
honest definition of clean money. 

The penalty which attaches to a lowered 
moral tone may not at all times stand out 
clearly or be easily traced. 

The daily toll of lives and treasure taken 
by hold-up men and other criminals is not a 
thing apart from the life of the average 
citizen. 

By his indifference to it the average citizen 
helps to perpetuate it! 


Paying Germany’s Fine 


occasionally carry an 
item about the man who causes the 
arrest of another, complains against him in 
court, and then in an outburst of sympathy 
pays the prisoner’s fine. 

The proposal of Col. Thomas W. Miller, 
Alien Property Custodian, is not quite simi- 
lar, but it is suggestive. Colonel Miller, in 
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his report to the President, proposes that we 
take the $180,000,000 alien cash that we hold, 
use it as the capital of a Federal corporation 
to be formed to promote trade with former 
enemy countries, and thus make so much 
money that the American claims against 
Germany can be paid. In other words, Ger- 
many not being able to pay, it is suggested 
that we look around and see if we cannot 
give those dollars of hers which we hold 
a job at sufficient wages to produce enough 
funds to pay us to the last farthing. 

“There is approximately $180,000,000 of 
cash on deposit in the United States Treas- 
ury to the credit of the Alien Property Cus- 
todian, which sum will increase as the liqui- 
dation policy is carried out,” says the re- 
port. “It is suggested that a plan by con- 
sidered whereby that portion of the remain- 
ing alien property represented by the cash 
in the Treasury may be utilized in reviving 
trade and the commercial relations which 
formerly existed between this country and 
the former enemy powers. To all intents 
and purposes this sum represents available 
capital removed from the channels of trade. 

“Such a Governmental agency, similar to 
the War Finance Corporation, having a 
capital of several million dollars, would be 
capable of earning enough on this sum to not 
only settle American claims when they are 
finally adjudicated, but return in full the 
property or its equivalent to the former ene- 
mies when the affairs of the alien property 
office are finally terminated, thereby adhering 
to the time-honored principle of the non- 
confiscation of private property to pay public 
debts. 

“There are a number of enemy corpora- 
tions whose assets were seized and liqui- 
dated by this office which would thereby be 
encouraged to resume business in this coun- 
try, and which would be beneficial to citi- 
zens of this country in resuming business 
and commercial relations with Europe, which 
were terminated by the war, and which will 
some day have to be resumed if a return 
to the normal friendly relations existing 
before the war are to be brought about.” 


There is a lot of property in the hands 
of the custodian which the owners might 
secure possession of in due course if they 
would but apply for restitution. But they 
do not apply because they fear that if their 
property is sent to them overseas in the 
form of cash, a large part of it will be 
taken away from them. 


Legislative consideration of the plan may 
reveal some inherent reason for’ basing 
greater expectation of earnings from this 
particular fund than from moneys not “in 
custody”; some unaltruistic reason why we 
should work for our debtors instead of pur- 
suing trade in the customary way. 

If by the initiation of such a corporation 
we could improve trade conditions with Ger- 
many and other countries, perhaps there is 
enough of magnanimity in public opinion 
to pay the culprit’s fine, especially as in this 
case we would be changing the fine from 
one pocket to another. 

But the progress of the idea will of 
necessity depend upon details not given with 
the proposal—details which will convince 
the legislators and the general public that 
this suggested Government corporation can 
embark in business with a fair chance of 
showing a profit, while the general experi- 


ence of the Government in business has been 
such as to raise a cry against it. 


By-Product of Banking 


O refuse to recognize the existing gov- 

ernment of Russia was the only thing 
that any government with all the facts be- 
fore it could do. If we recognized Russia, 
we would first of all place its people in a 
position to greatly increase the value (to 
them) of their insistent propaganda. Where 
now propagandists of the red flag work at 
a disadvantage, they would, if recognition 
were accorded, work at a great advantage 
while our own Government would be em- 
barrassed in its efforts to stop the poisoning 
of the minds of those whom the Revolution- 
ists address. We want no more pouring out 
of the poison of darkest Russia to mislead 
the ignorant foreign-born who, having fled 
from the horrors and oppressions of old- 
world countries, are, in their ignorance, 
ready to give moral support to plans ini- 
tiated by the morbid-minded which would 
reproduce in America the same horrible 
conditions from which they have so lately 
escaped. 

The vicious ignorance of these reformers 
has many reports from Russia showing that 
there, as in other countries where tyranny 
has gone to the extreme, new oppressors 
rise from the ranks of the old ones. Ter- 
rible as was the régime of the Romanoffs, 
giving the nation, it would seem, enough of 
horror to last through all eternity, the new 
régime brought with it new tyrannies of 
its own making—tyrannies calculated to 
somehow set right all things which were 
so badly out of adjustment that hope itself 
must needs be strong to keep burning in 
the human breast. 

Some of the reform ideas applied to edu- 
cation apparently could spring from brains 
not only twisted but hopelessly clouded. In 
a translation from the Russian language of 
an article on the secondary schools in Rus- 
sia under the Bolsheviks, published in the 
Contemporary Review of London, the writer 
says: “The first commissioner for public 
education began his activities by issuing a 
manifesto to the school children, the burden 
of which was that the children were not to 
obey their parents and their teachers. The 
influence of the family was bad for the 
school and had to be counteracted; the chil- 
dren ought to be separated from their par- 
ents and from teachers incapable of assimi- 
lating new ideas.” That was the beginning. 
From this fundamental horror many other 
distorted ideas spring. 

“In many schools discipline was completely 
destroyed,” continues the translator; “the 
poison of envy, suspicion, spying had taken 
deep hold of the children’s minds. Members 
of the Union assumed in their own school the 
réle of supervisors of the store-rooms, the 
kitchen, the dining-room, bringing with them 
an atmosphere of malice and suspicion. The 
servants and those in charge of the stores 
were resentful and uneasy, the teachers suf- 
fered both from witnessing the moral de- 
terioration of the children and from sus- 
picions on their part; it would be said that 
one teacher had received a little more bread 
than the pupils, that another had had an 
extra plate of soup—while in truth all were 
equally badly fed. Soup made of herrings’ 
heads or potato peelings, or, at best, boiled 
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grain of doubtful quality, generally without 
a trace of oil or fat, was the usual school 
fare—and at home or in the public kitchens 
it was rather worse if anything. It was a 
terrible time. No one was able to buy food 
for himself, all had to be content with a 
beggarly pittance. It was particularly hard 
for the poor, starving teachers. In some 
schools they were accused of stealing bread 
and eatables and had to appear before a tri- 
bunal. In boarding schools the children 
spied upon the staff day and night. It is 
true there had been one case of a teacher 
stealing bread; but no one has: counted how 
many teachers died of starvation. The bodies 
of those who lived by themselves were some- 
times found only several days after their 
death. One woman teacher, unable to en- 
dure the hunger, killed herself and her child. 
Those who had families had to go through 
the agony of seeing their children dying of 
starvation. And the smug, well-fed and well- 
dressed Communists—members of the Pupils’ 
Union—used to drive up to the school in 
cabs to investigate the misdeeds of the grasp- 
ing teachers who tramped wearily to the 
schools in boots with holes in them, to sit, 
with their feet wet, for several hours in 
the cold rooms. Many of them died of 
pneumonia.” 

The quality of mind that produced the 
conditions described in the foregoing is the 
quality of mind that is engaged in muddling 
the already muddled minds of ignorant work- 
ers in the United States, making them dis- 
contented and rebellious; inspiring them to 
the foolish belief that somehow everything 
here is wrong and that they need but to de- 
stroy our system of government to usher 
in better days. q 

The education of the foreign-born among 
us has many aspects, but the mere economic 
aspect of the matter bids us devote more 
thought to the solution of this problem. 
The banker’s position in this is unique. In 
the prosecution of this ordinary function of 
getting more savings accounts and showing 
these people how to accumulate, he—as a by- 
product of his banking profession—is trans- 
forming a malcontent into a man in whom 
the vision of home-ownership and self-won 
independence is sure to crowd out the old 
world fantasies. The ignorance of hundreds 
of thousands of our foreign born is a con- 
stant menace—the misdirection of their 
thoughts is an economic loss. One help in 
solving the problem is to help them to ac- 
cumulate; then help them to home-owner- 
ship or to the attainment of some similar 
ambition in the pursuit of which they will 
become invulnerable to the Russian poison. 


No Lack of Credit 


667T"HERE is no lack of credit or money 

available for either banks or individu- 
als who are able to comply with the usual 
conditions,” says the National City Bank, in 
its current review, “there is no failure of the 
Federal Reserve system to function as it 
was designed to do; the difficulty lies in the 
fact that heavy losses have been sustained 
and the banks in trouble are unable to fur- 
nish acceptable collateral.” 


Revenue Inspection of Banks and 
Safe Deposit Boxes 


NUMBER of inquiries have, of 

late, been received from banks 

touching upon the authority of 

Federal revenue officers with re- 
spect to the examination of bank officials 
and the inspection of bank books and records 
and of the contents of safe deposit boxes for 
the purpose of obtaining information bearing 
upon the income tax liability of various 
customers. These questions have been clas- 
sified in three groups which will be exam- 
ined and discussed, as follows: 


1. The right or power of an internal 
revenue officer to examine bank officers 
and to compel a bank to permit examina- 
tion of, or produce for examination, its 
books and accounts showing transac- 
tions with one or more customers, named 
by the revenue officer, for the purpose 
of ascertaining facts upon which to 
determine the income tax liability of 
such customers to the Federal Govern- 
ment. 

2. The right or power of such rev- 
enue officer, without naming particular 
customers, to examine bank officers or 
to compel the bank to permit examina- 
tion of, or produce for examination, its 
books and accounts bearing upon 
transactions with all its depositors for 
the purpose of ascertaining facts upon 
which to determine which of such cus- 
tomers is subject to income tax liability. 

3. The right or power of such officer 
to break open, notwithstanding the pro- 
test of the bank, the safe deposit box 
of a particular box-renter named by him, 
for the purpose of examining or inspect- 
ing the contents and determining the 
income tax liability of such box-renter. 


Congressional Authority to 
Revenue Officers 


ARIOUS provisions of the Revised 

Statutes of the United States and of the 
Revenue Act of 1921 confer authority upon 
particular revenue officers to summon and 
adminster oaths to witnesses and to examine 
and call for the production of books and 
papers bearing upon the income tax liability 
of income taxpayers; and if their summons 
or demand for examination or production of 
books and papers is refused, to apply to the 
court to punish for contempt, and power is 
conferred upon the courts to hear such ap- 
plications and to order arrests and provide 
punishment in proper cases. A brief résumé 
of such statutes follows: 

Rev. Stat. 3165 (Comp. Stat. 5885) authorizes 
collectors. deputy collectors, internal revenue 
agents and internal revenue officers assigned to 
duty under internal revenue agents to administer 


oaths and take evidence in the administration of 
the Internal Revenue Laws. 
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Rev. Stat. 3173 (Comp. Stat. 5896) authorizes 
the collector in case where no return is made by 
a tax-payer or where it is erroneous, false or 
fraudulent ‘‘to summon such person or any other 
person having possession, custody or care of books 
of account, containing entries relating to the busi- 
ness of such person or any other person he may 
deem proper, to appear before him and produce 
such books at a time and place named in the 
summons, and to give testimony and answer 
interrogatories, under oath, respecting any ob- 
jects or income liable to tax of e returns 
thereof.” The word “person” includes “corpora- 
tion” “joint stock company” or “association” or 
“insurance company.” 

Rev. Stat. 3175 (Comp. Stat. 5898) authorizes 

collector, in case of refusal to obey summons or 
give testimony or to answer interrogatories, to 
apply to judge of district court for attachment 
against person refusing, as for a contempt. Makes 
it the duty of judge to hear application and, on 
satisfactory proof, to issue an attachment for the 
arrest of such person, and upon his being brought 
before him, to proceed to a hearing of the case; 
and judge has power to make such order as is 
proper to enforce obedience to the summons and 
to punish such person for such default or dis- 
obedience. 
Revenue Act of 1921, Section 1308, provides: 
“The Commissioner, for the purpose of ascer- 
taining the correctness of any return or for the 
ee age of making a return where none has been 
made, is hereby authorized, by any revenue agent 
or inspector designated by him for that purpose, 
to examine any books, papers, records or memo- 
randa, bearing upon the matters required to be 
included in the return, and may require the at- 
tendance of the person rendering the return or 
of any officer or employee of such person, or 
the attendance of any other person having knowl- 
edge in the premises, and may take his testimony 
with reference to the matter required by law to 
be included in such return, with power to ad- 
minister oaths to such person or persons.” An 
identical provision was contained in the Revenue 
Act of 1918 (See Section 1305). 

Revenue Act of 1921, Section 1309, provides: 
“That no tax-payer shall be subjected to un- 
necessary examinations or investigations, and only 
one inspection of a tax-payer’s books of account 
shall be made for each taxable year, unless the 
tax-payer requests otherwise or unless the Com- 
missioner, after investigation, notifies the tax- 
payer in writing that an additional examination is 
necessary.” Thjs provision is new, not being con- 
tained in the Revenue Act of 1918. 

_, Revenue Act of 1921, Section 1913 (a) “that 
if any person is summoned under this Act to 
appear, to testify or to produce books, papers or 
other data, the District Court of the United States 
for the district in which such person resides shall 
have jurisdiction by appropriate process to com- 
pel such attendance, testimony or production ot 
books, papers or other data; (b) the District Courts 
of the United States at the instance of the United 
States are hereby invested with such jurisdiction 
to make and issue, both in actions at law and 
suits in equity, writs and orders of injunction, 
and of ne exeat republica, orders appointing re- 
ceivers, and such other orders and process and 
to enter such judgments and decrees, granting 
in proper cases both legal and equitable relief to- 
gether, as may be necessary or appropriate for 
the enforcement of the provisions of this Act. 
The remedies herein provided are in addition to 
and not exclusive of any and all other remedies 
of the United States in such courts or otherwise 
to enforce such provisions.” The same provisions 
were in Revenue Act of 1918. See Section 1318. 


Interpretation of Authority by 
Internal Revenue Officers 


The Internal Revenue Department has 
construed the above statutory authority, in 
official decisions and rulings, as follows: 

In an income tax ruling published in 1920 
(O. D. 609) it is provided : 

“Under Section 1305 of the Revenue Act of 


1918, it is held that the Commissioner of In- 
ternal Revenue is authorized, by any revenue 
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agent or inspector designated by him for that 
purpose, to examine any of the books, papers, 
records or memoranda of a bank, bearing upon 
any matter required to be included in a tax 
return of one of its depositors or customers. 
The bank, however, is entitled to satisfy itself 
in a reasonable manner of the official character 
and authority of any person making request to 
examine books or accounts of the bank as an 
official of the Internal Revenue Bureau.” 


Section 1305, as above construed, is the 
same as Section 1308 of the Revenue Act of 
1921. 

The following ruling was published in 
1923 (I. T. 1658): 


“Under the provisions of section 1308 of the 
Revenue Act of 1921, the Commissioner of In- 
ternal Revenue is authorized, by any revenue 
agent or inspector designated by him for the pur- 
pose, to examine any of a bank’s books, papers, 
records, or memoranda bearing upon matters re- 
quired to be included in the return of a tax- 
payer. Inquiry is made whether the revenue 
agent must have authority in writing from the 
Commissioner, specifying the bank and the cus- 
tomer’s account which he wishes to examine. 

“Held, that it is not necessary for a revenue 
agent to have authority in writing from the 
Commissioner, specifying the bank and the cus- 
tomer’s account which he wishes to examine. It 
is sufficient that he produce evidence to show 
that he has general authority to examine the 
books and records of tax-payers located in the 
district to which he is assigned in order to en- 
able him to examine the deposit account of any 
tax-payer whose return he is investigating.” 


The following regulations heretofore 
promulgated and afterwards revised in 1920 
to cover the Revenue Act of 1918 are still 
in force (Art. 49, Reg. 12) : 


“The Commissioner will, from time to time, 
designate such officers as he deems appropriate 
to exercise authority under the sections men- 
tioned, and under the internal revenue laws gen- 
erally, and_ the officers so designated will 
furnished with evidence of their authority. When 
designated to do so, such officers may, in any 
case arising under the internal revenue laws, 
assigned by the Commissioner for investigation 
examine the books and business documents of 
the pa whose liability is to be determined 
or of any other person bearing upon the question 
of the liability of 
under investigation. 

“Revenue agents in charge, when designated 
to exercise such authority, pursuant to the pro- 
visions of Section 1305 of the Revenue Act of 
1918, may, as the agents and in the name of the 
Commissioner, for the purpose of ascertaining 
the correctness of any return required by the 
Revenue Act of 1918, or for the purpose of mak- 
ing such a return where none has been made, 
by summons, require the attendance of the person 
making the return or whose return is to be made, 
or any officer or employee of such person, or any 
third person having knowledge in the premises, 
to appear at whatever established internal revenue 
office in his district or other place which shall be 
selected by him as most convenient to all parties 
concerned, and there produce such books and 
documents as the revenue agent shall designate, 
and the revenue agent shall have the authority 
to examine such books and examine the persons 
summoned to be present, under oath or other- 
wise, as he shall deem advisable. The examina- 
tion need not be restricted to books containing 
entries covering transactions occurring during the 
year 1918 and later years. Books, papers, records, 
or memoranda covering transactions entered into 
in prior years, having a bearing on tax liabilities 
for the year 1918 and later years, may also be 
examined. 

_“‘When any person shall refuse to permit a 
visiting officer empowered as aforesaid to make 
an examination thus authorized or to furnish a 
return sqguene to be given after being advised 
of the officer’s authority and of the authority of 
the revenue agent in charge as aforesaid, the 
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officer shall immediately report to the revenue 
agent in charge and such latter officer shall take 
such action, as is herein authorized, as shall seem 
appropriate in the circumstances, 7 

‘If a summons issued pursuant to the authority 
thus granted is not complied with, the revenue 
agent in charge shall render a report to the Com- 
missioner and send copies thereof to the collector 
and the United States attorney, respectively, in 
the manner indicated by Article 38. The collector 
shall immediately make report to the United 
States Attorney on Form 166 (See Article 35) 
and the United States Attorney should promptly 
petition the judge of the district court for such 
order or process as may seem appropriate in the 
circumstances, as provided by Section 1318 of 
the Revenue Act of 1918. 

“Officers should exercise powers of this char- 
acter, conferred either by law or regulation, with 
caution and discretion. Such powers should never 
be put in operation upon hasty or trivial charges, 
and every form which the law requires should be 
complied with. All persons whose books and 
papers it is necessary to examine should be sub- 
jected to as little annoyance as possible. * * * 

“Important.—Nothing herein is intended to de- 
prive any officer of, or to require any special 
designation for, any power or authority which 
he is already entitled to exercise under the previ- 
ous practice and procedure. It is particularly 
not intended to prevent collectors from exercising 
the authority to summon, make examinations, etc., 
extended by Sections 3173, 3174 and 3175, Re- 
vised Statutes.” (Art. 49, Reg. 12.) 


Procedure of Revenue Officers 


ROCEDURE of revénue officers under 

the above statutes and regulations has in- 
cluded not only demands for inspection of 
accounts of certain depositors, specified by 
name, but also in some cases, we are in- 
formed, demand to examine the books show- 
ing accounts of all depositors; although, as 
a careful examination will show, there is 
nothing in the published rulings or regula- 
tions which goes to the extent of authorizing 
an internal revenue officer to examine all of a 
bank’s books to find out the names of partic- 
ular customers who may be liable to taxation. 
The regulations are based on the presumption 
that the officer already has a named taxpayer 
or taxpayers in mind, whose tax liability is 
under investigation. In addition an instance 
has recently been reported from Florida, 
where a revenue agent appeared at a national 
bank, and, having ascertained that the bank 
held a safe deposit box in the name of a 
specified box-renter and acting upon the gen- 
eral commission signed by the Commissioner 
of Internal Revenue reciting his appointment 
and authority under the Act, made forcible 
entry into the box, over the formal protest of 
the bank officials. This was accomplished with 
the aid of an expert safe-opener whom he 
had subpoenaed to be present and was done in 
the presence of certain witnesses, including 
the bank officials, who were permitted to 
enter the vault. After inspecting the con- 
tents and listing them in an inventory, the 
revenue agent replaced the contents in the 
box, deposited t in the vault and sealed it 
with the seal of the Federal Department. 


The Problem Presented 


Ant questions arise as to how 
far the procedure above outlined is author- 
ized by the Treasury regulations and how far 
the procedure and regulations are authorized 
by Congress; furthermore, whether there is 
anything in the Congressional authority, 
regulations or procedure which violates the 
constitutional guaranties against unreason- 
able searches and seizures and of personal 
security. The revenue officer and the bank 
official are apt to look at the subject from 
different angles; the one is zealous to per- 
form his duty in ascertaining persons sub- 
ject to tax and to employ every lawful 
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method to accomplish that end, while the 
other feels that in permitting the revenue 
officer to have his own way, he may be 
violating a duty which he owes to customers 
to protect their affairs from the knowledge 
of others, unless summoned by a court as a 
witness in a proper case in which his cus- 
tomer is a party. Confidential communica- 
tions to a minister of the gospel, a lawyer, 
a physician, or to a wife, are privileged in 
law and a witness is not permitted and can- 
not be compelled to reveal them, without the 
consent of the person making the communi- 
cation; but the courts have held that the 
relation between the banker and customer is 
not privileged in this sense and in a suit 
against the customer, the banker may be 
summoned and compelled to testify and pro- 
duce books and papers showing transactions 
of the customer. But although it is the duty 
of every citizen, even at personal inconven- 
ience, to appear and give evidence in court 
in a proper case between other citizens or 
between the Government and a citizen, in aid 
of the administration of justice, there is a 
quite general feeling, where such evidence is 
sought, not by a court of justice, in a pro- 
ceeding before it, but by an administrative 
officer of the Government, even under the 
authority of some official regulation or 
statute, that the constitutional rights of the 
person whose testimony is desired or whose 
books are sought to be examined, are being 
invaded. 

It becomes important, therefore, to con- 
sider in the light of the decisions just what 
protection is afforded by the Fourth and 
Fifth Amendments to the Federal Constitu- 
tion in case of information sought by reve- 
nue officers. 


The Constitutional Guaranties 
Fourth Amendment provides: 


“The right of the people to be secure in their 
persons, houses, papers and effects, against un- 
reasonable searches and seizures, shall not be 
violated, and no warrants shall issue, but upon 
probable cause, supported by oath or affirmation, 
and particularly describing the place to be 
searched, and the persons or things to be seized.” 


The Fifth Amendment provides in part: 


“No person * * * shall be compelled in any 
criminal case to be a witness against himself, nor 
be deprived of life, liberty or property, without 
due process of law; * * *,” 

These amendments impose limits upon the 
power of the Federal Government only and 
not upon the states; but state constitutions 
contain similar provisions. 

The Supreme Court of the United States 
in Boyd v. United States, 116 U. S. 616, 
decided in 1886, gives a clear explanation of 
the purpose and intent underlying these 
amendments which, it says, have an intimate 
relation “for the ‘unreasonable searches and 
seizures’ condemned in the Fourth Amend- 
ment are almost always made for the pur- 
pose of compelling a man to give evidence 
against himself which, in criminal cases, is 
condemned in the Fifth Amendment; and 
compelling a man ‘in a criminal case to be a 
witness against himself’ throws light upon 
the question as to what is an ‘unreasonable 
search and seizure’ within the meaning of the 
Fourth Amendment.” 

Prior to the Revolution, the practice had 
obtained in the colonies of issuing writs of 
assistance to revenue officers empowering 


505 


them, in their discretion, to search suspected 
places for smuggled goods. These were 
denounced as instruments of “arbitrary 
power” which placed “the liberty of every 
man in the hands of every petty officer.” 
In England, the practice of issuing general 
warrants by the Secretary of State for 
searching private houses for the discovery 
and seizure of books and papers that might 
be used to convict the owner of criminal 
libel was likewise denounced and such gen- 
eral warrants held to be illegal and void in 
the celebrated case of Entick v. Carrington 
and other King’s Messengers, reported at 
length in 19 How. St. Tr. 1029. The Su- 
preme Court says that the propositions de- 
clared in this case were in the minds of the 
framers of the Fourth and Fifth Amend- 
ments and are “considered as sufficiently ex- 
planatory of what was meant by unreason- 
able searches and seizures.” Among these 
propositions are the following: 


“The great end for which men entered into 
society was to secure their property. That right 
is preserved sacred and incommunicable in all 
instances where it has not been taken away or 
abridged by some public law for the good of the 
whole. The cases where this right of property 
is set aside by positive law are various. Dis- 
tresses, executioris, forfeitures, taxes, etc., are 
all of this description, wherein every man by 
common consent gives up that right for the sake 
of justice and the general good. By the laws 
of England, every invasion of private property, 
be it ever so minute, is a trespass. No man can 
set his foot upon my ground without my license, 
but he is liable to an action, though the damage 
be nothing, which is proved by every declaration 
in trespass where the defendant is called upon 
to answer for bruising the grass and even tread 
ing upon the soil. * * * 

‘Papers are the owner’s goods and chattels; 
they are his dearest property, and are so far 
from enduring a seizure, that they will hardly 
bear an inspection; and though the eye cannot 
by the laws of England be guilty of a trespass, 
yet where private papers are removed and carried 
away the secret nature of those goods will be 
an aggravation of the trespass, and demand more 
considerable damages in that respect. Where is 
the written law that gives any magistrate such 
a power? I can safely answer, there is none; and 
therefore it is too much for us, without such 
authority, to pronounce a practice legal which 
would be subversive of all the comforts of so- 
ciety.” 


The Supreme Court in the Boyd case thus 
differentiated between what is and what is 
not an unreasonable search and seizure with- 
in the meaning of the Constitution: 


“The search for and seizure of stolen or 
forfeited goods, or goods liable to duties and 
concealed to aveid the payment thereof, are 
totally different things from a search for and 
seizure of a man’s private books and papers for 
the purpose of obtaining information therein con- 
tained, or of using them as evidence against him. 
The two things differ toto caelo. In the one case 
the government is entitled to the possession o 
the property; in the other it is not. The seizure 
of stolen goods is authorized by the common law; 
and the seizure of goods forfeited for a breach 
of the revenue laws, or concealed to avoid the 
duties payable on them, has been authorized by 
English statutes for at least two centuries past; 
and the like seizures have been authorized by 
our own revenue acts from the commencement 
of the government. * * * 

“So, also, the supervision authorized to be ex- 
ercised by officers of the revenue over the manu- 
facture or custody of excisable articles, and the 
entries thereof in books required by law to 
be kept for their inspection, are necessarily ex- 
cepted out of the category of unreasonable 
searches and seizures. So, also, the laws which 
provide for the search and seizure of articles and 
things which it is unlawful for a person to have 
in his possession for the purpose of issue or dis 
position, such as counterfeit coin, lottery tickets, 
implements of gambling, etc., are not within this 
category. Com. v. Dana, 3 Metc. 329. Many 
other things of this character might be enumer- 
ated. The entry upon premises, made by a sheriff 
or other officer of the law, for the purpose of 
seizing goods and chattels by virtue of a judicial 
writ, such as an attachment, a sequestration, or 
an execution, is not within the prohibition of the 
fourth or fifth amendment, or any other clause 
of the constitution; nor is the examination of a 
defendant under oath after an ineffectual execu- 
tion, for the purpose of discovering secreted 
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property or credits, to be applied to the payment 
of a judgment against him, obnoxious to those 
amendments.” 


In the Boyd case it was held that the com- 
pulsory production of a man’s private papers 
to be used in evidence against him in a pro- 
ceeding to forfeit his property for alleged 
fraud against the revenue laws was the 
equivalent of seizing them in the first in- 
stance and was an unreasonable search and 
seizure. 


Prohibition of General 
Inquisitorial Powers 


HE search and seizure clause had its 

origin in view of abuses where general 
warrants were issued for search of persons, 
houses and papers to form the basis of a 
criminal or quasi-criminal charge, or in pro- 
ceedings for the forfeiture of property; but 
the prohibition of general warrants is not 
confined to cases of this nature but is broad 
enough to prohibit general warrants for 
making inquiry upon any subject into the 
private affairs of the citizen. Thus the 
Supreme Court of the United States in 


Interstate Commerce Commission v. Brim- 
son, 154 U. S. 478, says: 


“Neither branch of the legislative department, 
still less any merely administrative body, estab- 
lished by Congress, possesses, or can be invested 
with, a general power of making inquiry into the 
private affairs of the citizen. Kilbourn v. Thomp- 
son, 103 U. S. 468, 190. We said in Boyd v. 
U. S., 116 U. S. 616, 630, 6 Sup. Ct. 524—ana 
it cannot be too often repeated—that the prin- 
ciples that embody the essence of constitutional 
liberty and security forbid all invasions on the 
part of the government and its employees of the 
sanctity of a man’s home and the privacies of his 
life. As said by Mr. » ow ag Field in Re Pacific 
Ry. Commission, 32 Fed. 241, 250, ‘of all the 
rights of the citizen, few are "of greater import- 
ance or more essential to his peace and happiness 
than the right of personal security, and that in- 
volves, not merely protection of his person from 
assault, but exemption of his private affairs, 
books and papers from the inspection and scrutiny 
of others. Without the enjoyment of this right, 
all others would lose half their value.’ 


In Federal Trade Commission v. Lorillard, 
283 Fed. 999, decided in October, 1922, Cir- 
cuit Judge Manton in denying a petition by 
the Federal Trade Commission for inspec- 
tion and examination of the books of certain 
tobacco companies, the Federal Trade Com- 
mission acting under a Senate resolution di- 
recting it to investigate the tobacco situation 
in the United States, held that the right to 
procure information in ‘its investigations 
under the provision of Section 6 of the 
Federal Trade Commission Act did not ex- 
tend to the unlimited search and inspection 
of correspondence with the right to copy the 
same in the absence of some specific com- 
plaint which would point out the materiality 
to that complaint of the particular corre- 
spondence and papers sought to be obtained. 
The court, quoting the Fourth Amendment 
to the Constitution, said: 


“This command of the Constitution, properly 
interpreted, is a prohibition against Congress 
granting powers to the Commission for unlimited 
searches and seizures of letters and documents. 
The act makes plain the duty of the Commission 
to gather, compile, and publish for use in_ its 
proceedings what may be voluntarily offered or 
submitted in response to request or demand. It 
may also make investigation independently, but 
the exercise of visitorial power over private cor- 
porations must keep within restrictions of the 
Fourth Amendment.” 


Discussing the powers granted to the Com- 
mission by Congress, the court said: 


“It was not 
power of 


intended to grant an 
inquisition or an unlimited 


unlimited 
right of 
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access to books and papers of private parties 
not engaged in any public service or a searc 
without basis of some facts tending to establish 
a charge of wrongdoing. * * 

“To grant the relief prayed for by the petitioner 
would be to permit an unreasonable search and 
seizure of papers in violation of the Fourth 
Amendment. It was not the intention of Con- 
gress to grant such unlimited examination and 
inspection by the legislation in question, nor, 
indeed, did Congress have authority to do so 
under the commerce clause of the Constitution.” 


Following this, in Federal Trade Commis- 
sion v. Baltimore Grain Co., 284 Fed. 886, 
decided in November, 1922, it was held that 
in view of the prohibition of unreasonable 
searches and seizures, under which general 
warrants are forbidden, the Federal Trade 
Commission Act does not authorize the Com- 
mission, in a general investigation of a 
branch of trade not directed against any par- 
ticular corporations, to examine the books 
and papers of non-public service corporations 
engaged in interstate commerce, but to 
authorize such examination the inquiry must 
be more or less definite and restricted in 
character, and if the statute does give such 
authority it goes beyond the powers of Con- 
gress. 

The court said: 


“The respondents in these cases are private 
corporations, by which various individuals more 
conveniently carry on that trade of corn mer- 
chants which antedates the beginning of recorded 
history. They have and exercise no franchise 
other than that of being corporations. They are 
not engaged in rendering public service, except 
in the sense that such service is rendered by every 
one who follows any useful calling. To them the 
demand that they shall be compelled to let 
strangers, officials though they be. go through, 
not only their books of accounts, but their cor- 
respondence files as well. seems outrageous. In 
their belief, the gain to the public from anvthing 
which such an inquiry can probablv or possibly 
reveal, seems slight as compared with the annov- 
ance and sense of wrong it will cause them. 
they are right, the search and seizure asked for 
would be unreasonable and therefore forbidden. 
The prohibition of unreasonble and the sanction of 
reasonable search and seizure is simply a practical 
compromise between two conflicting rights. 

“For upwards of a century and a half there 
has been no doubt that general warrants are for- 


bidden. No official can be given authority to 
rummage through the papers of an individual 


without the latter’s consent, in the hone that some- 
thing or other many be , discovered useful for 
some public purpose. 

“Tf it (the statute ities the investigation) 
really means that whenever the Commission thinks 
best to make an inquiry into the way in_ which 
some great department of commerce is carried on, 
it may send its employees into the office of every 
private corporation which does an interstate busi- 
ness in that line, and empower them to go through 
the company’s books, correspondence and other 
papers, I am satisfied it goes beyond any power 
which Congress can confer, in this way, at least.” 


In the light of these principles, let us pro- 
ceed to examine the decisions upon the spe- 
cific questions we are to consider : 


Power to Examine Bank as to 
Particular Named Customer 


HE decisions are found to be substan- 

tially unanimous that it is within the 
power of a revenue officer, under authority 
of a general statute, not only to examine a 
particular named individual, and his books 
and papers, with reference to tax liability, 
but also the bank in which the taxpayer 
keeps his account and the books and papers 
of the bank relating to such liability, and that 
constitutional provisions cannot be invoked 
against such right of examination. 

Starting with the Act of July 20, 1868, 
this empowered the Supervisor of Internal 
Revenue for the purpose of collection of 
Internal taxes and the prevention of frauds 
“to examine all persons, books, papers, ac- 
counts, and premises and to administer oaths 
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and summon any person to produce books 
and papers or to appear and testify under 
oath before him” with power to enforce 
compliance by applying to the District Court. 

In the matter of Meador 1 Abb. (U. S.) 
317, Fed. Case No. 9375, decided by the 
District Court for the District of Georgia in 
1869, the members of a firm of tobacco 
dealers in Atlanta, Ga., were summoned by 
the supervisor to appear and produce their 
books and papers relating to business trans- 
acted during a certain period, the purpose 
being to procure information from them in 
connection with the seizure of certain to- 
bacco factories in Virginia and North Caro- 
lina, for which they were agents, It was 
objected that so much of the Act as author- 
ized production of books in an imaginary 
case was unconstitutional. But it was held 
the Fourth Amendment was not violated 
because this was a civil proceeding and not 
a criminal prosecution and there was no 
likeness in principle between the summons 
issued by the supervisor and general war- 
rants or writs of assistance. Nor was the 
important right of the citizen guaranteed by 
the Fifth Amendment that he should not “be 
deprived of life, liberty or property, with- 
out due process of law” violated. 

This case was followed in Stanwood v. 
Green, 2 Abb. U. S. 184, Fed. Case No. 
13,301, in which case the supervisor called 
at the banking house of the defendants and 
requested to see the checks received by them 
on the previous day for the purpose of 
assessing a tax liability of.such bankers. 
Upon refusal, he issued his summons re- 
quiring them to produce their books and 
upon noncompliance, applied for an attach- 
ment for contempt. The District Court held 
that the supervisor was entitled to the ex- 
amination sought; that there was no unrea- 
sonable attempt to search into the private 
affairs of the citizen, but only to examine so 
much of their business as related to the op- 
erations of the bank in connection with the 
subject of taxation. Replying to the con- 
tention that there was a violation of that por- 
tion of the Fifth Amendment which protects 
parties from being compelled to testify 
against themselves, the court said that if the 
production of papers would tend to subject 
them to a criminal prosecution, such liability 
was relieved by the Act of Feb. 25, 1868. 

Other earlier decisions in the Federal 
Courts which upheld or recognized such 
right of examination are in re Strouse (Dis- 
trict Court of Nev.) 1 Sawyer 605; U. S. 
v. Distillery No. 28 (District Court of 
Maryland) 6 Biss. 483; in re Archer (Dis- 
trict Court S. D. N. Y.) Fed. Cases 506. 

The same right has been adjudged in state 
revenue cases. 

In Iowa, in Finn v. Winneshiek District 
Court, 123 N. W. (Iowa) 1066, a taxpayer 
contended that his books and papers were 
secret and in the nature of trade secrets and 
the requirement of their production would 
invade his constitutional rights. But the 
Supreme Court of Iowa said: “The pro- 
ceedings did not amount to an unreasonable 
search and seizure as those terms are used 
in the fundamental law. Protection is 
afforded by the Constitution against unrea- 
sonable searches and seizures of persons, 
houses, papers and effects, but these pro- 
visions of the Constitution have no reference 
to regularly prescribed and orderly proceed- 
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ings for obtaining testimony. As a rule 
they have reference to criminal or quasi- 
criminal proceedings or to forfeitures of 
property.” Citing the Boyd case. 

In Indiana, in Cooperative Building and 
Loan Association v. State, 60 N. E. (Ind.) 
146, Revised Statutes (Sec. 8444), gave tax 
officials for the purpose of listing and assess- 
ing property for taxation “the right to in- 
spect and examine * * * the books and 
papers of all corporations and taxpayers in 
this state, without charges and to administer 
all necessary oaths and affirmations in the 
discharge of their duties.” Upon refusal of 
a building and loan association to permit the 
county assessor to examine its books, he 
petitioned the court and was held entitled to 
a writ of mandamus to compel the assessor 
to permit the examination. The court held 
there was no violation of the prohibition of 
unreasonable searches and seizures and that 
the statute was constitutional. 

In re Davies, 75 Pac. (Kan.) 1048, the 
Grand Jury were investigating the conduct 
of the customer of a bank to determine 
whether he had committed perjury in mak- 
ing a false tax return and summoned the 
cashier of the bank who refused to testify 
to the amount of money said customer had 
on deposit on a given day. The cashier was 
imprisoned for contempt and the Supreme 
Court of Kansas upheld the denial of a writ 
of habeas corpus for his discharge. The 
court said: 


“Tt is next insisted that the petitioner should 
be discharged, because the matter concerning 
which he was interrogated was privileged, and 
that to require a disclosure by a banker of the 
amount standing to a depositor’s credit on, the 
bank kooks would be against public policy. Coun- 
sel thus contending frankly admits that he has 
found no adjudicated case which sustains his posi- 
tion. The relation of debtor and creditor exists 
between a depositor and banker. By the inquiry 
in this case it was sought to ascertain how much 
the bank owed Bellringer on March 1. The ordi- 
nary debtor would hardly stop to assert a privilege 
in his behalf to protect him from disclosing the 
amount owing by him to another. Again, it fs 
argued that, to permit grand juries or courts to 
inquire into such private affairs of business men 
would cause withdrawal of deposits from banks 
annually for many weeks preceding the Ist of 
March—some to escape taxation, others to avoid 
publicity. It is a sufficient answer that annoy- 
ance to depositors, or the loss to banks predicted 
by counsel, has never appealed to courts or legis- 
latures with enough force to. work a change in 
the rules of evidence. * * 

“That to compel a Guitnie from the witness 
would be an unreasonable search for and seizure 
of the depositor’s property is untenable. To ob- 
tain information from a witness of the amount 
and location of another’s money or property can- 
not. come within. the constitutional inhibition 
against unreasonable searches and seizures. There 
was nothing confidential, in a legal sense. hetween 
Davies, the banker, and his depositor, which would 
allow the former to assert that the business trans- 
actions between them were privileged.” 


In the recent case of United States of 
America v. Peoples Bank of Mobile, in 
the District Court for the Southern District 
of Alabama, December, 1923 (reported in 
Federal Income Tax Service of the Cor- 
poration Trust Company), the revenue de- 
partment issued a subpoena duces tecum 
to the Peoples Bank to bring their books 
and records showing the accounts of cer- 
tain depositors named. The Peoples Bank 
declined. The revenue department through 
the United States District Attorney peti- 
tioned the court for an order requiring the 
bank to produce the books for inspection. 
This order was made under the authority 
of Section 1305 of the Revenue Act of 
1918 and of Section 1308 of the Revenue 
Act of 1921. The District Judge rendered 
no opinion but issued the order under the 
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authority above stated. An appeal. by the 
Peoples Bank is now pending.* 

In the light of the authorities, it would 
seem that our first question must be an- 
swered in the affirmative and that it is 
within the right or power of the proper 
internal revenue officer to examine bank 
officers and compel banks to permit ex- 
amination of, or produce for examination, 
their books and accounts showing trans- 
actions with one or more customers named 
by the revenue officer, for the purpose of 
ascertaining the tax liability of such cus- 
tomers. 

At the same time, it is within the power 
of any bank to test the question of the 
revenue officer’s right before the District 
Court. The revenue officer cannot himself 
punish for contempt of his demand or 
summons but application must be made 
by him to the District Court. Further- 
more, in having the question judicially 
tested, the bank cannot be.regarded as 
unreasonably imposing obstacles to the due 
administration of the revenue laws. In 
this connection, the language of District 
Judge Hill in Stanwood v. Green, supra, 
one of the earliest cases on the subject, 
may be appropriately quoted: 


Green were of the opinion 
as they, I am satisfied, were, that this demand 
upon them was not authorized by law. it was 
their right to refuse compliance until the ques- 
tion should be determined by the proper tribunal, 
and in the mode prescribed by law, and thefr 
non-production of their books and papers, under 
the circumstances, is by no means to be taken 
as a suspicion of their having been guilty of anv 
omission, or any violation of law; for no man, 
however correct in his business, would be willing 
to have his affairs pried into by those having no 
legal authority to do so. And it is not to be 
presumed that the supervisor would desire to in- 
quire into the private affairs of citizens for any 
other purpose than those connected with his offi- 
cial duties. To settle the legal rights of both 
parties without reflection on either, this case has 
been brought before me.” 


“If the Messrs. 


Power to Examine Banks as to 
all Customers 


HE examination of a bank officer and 

the compelling a bank to permit ex- 
amination of, or produce for examination, 
its books and accounts, whether under 
order of court or by a revenue officer un- 
der authority of a general statute, where 
a particular customer or customers is 
named, is a very different proceeding from 
the attempt to examine all the books and 
accounts of a bank bearing upon the tax 
liability of all its customers, without any 
particular customer being named. In the 
one case, the revenue officer has in mind 
and is able to name a definite person or 
persons for taxation, but in the other he 
has no definite taxpayers in mind but seeks, 
from an examination of all books, to find 
some particular customers who may be 
subject to tax liability. It would seem 
that such a general inquiry would be vio- 
lative of the constitutional guaranty against 
general warrants and that the bank would 


*A decision not yet reported has just been 
handed down by the same court in United States 
v. First National Bank of Mobile. The bank 
refused to testify and produce its books showing 
transactions with one H and wife involving de- 
posits of money and investments contending that 
it was protected by the Fourth Amendment. The 
Government filed a petition under Section 1310 
asking the assistance of the court. The court 
held that no question of search and seizure was 
involved and the Government had the right to 
compel the bank or any of its employees to fur- 
nish the information desired. 


be protected against the invasion of its 
private books and papers by such general 
inquisition. 

Nevertheless there have been some deci- 


sions, under state statutes, which would 
seem to authorize such general inquisitions. 

In First National Bank of Youngstown 
v. Hughes, 6 Fed. 737, decided by the 
United States Circuit Court for the 
Northern District of Ohio in 1881, Sec- 
tions 2782 and 2783 of the Revised Statutes 
of Ohio authorized the county officer, in 
case he suspected a false return of taxable 
property, to correct the return and “to 
this end he is authorized to issue com- 
pulsory process, require the attendance of 
witnesses and examine them on oath.” In 
case of refusal the County Probate Judge 
was authorized to issue a subpoena and 
if the refusal was persisted in, impose 
punishment for contempt. Under au- 
thority of this statute the auditor issued 
an order commanding an officer of the 
First National Bank of Youngstown to 
appear and give testimony and bring with 
him the books of account showing de- 
posits in his bank with the names of de- 
positors and amounts of deposits by each, 
and upon refusal, the Probate Judge is- 
sued a subpoena commanding this to be 
done. The bank thereupon applied to the 
Federal Court for an injunction. Strange 
to say, the bank did not insist upon its 
constitutional rights in support of the in- 
junction and these were not considered 
by the court. The grounds upon which 
the bank sought an injunction were (1) 
that it was protected by Section 5241 U. S. 
Revised Statutes which then provided (the 
provision has since been extended to in- 
clude visitorial powers exercised or di- 
rected by Congress) that no association 
“shall be subject to any visitorial powers 
other than such as are authorized by this 
title or are vested in the courts of justice” 
and (2) “that the proposed enforced ex- 
hibition of its books will expose its busi- 
ness, lessen public confidence, diminish its 
deposits and consequent profits, and im- 
pair the value of the franchise.” The 
Federal Court denied both contentions. It 
said that the purpose was not to exercise 
visitorial authority into the manner of con- 
ducting the bank’s business but its purpose 
was “to ascertain, in a legal way, and by 
legitimate testimony, whether any person 
had, at the time mentioned, on deposit 
with complainant any money subject to 
taxation in said county which had not been 
returned by the owners thereof for that 
purpose.” Furthermore, even if com- 
plainant’s fears were well founded that 
its business would be injured, “the state 
might still be entitled to the testimony de- 
manded. Private rights must to a reason- 
able extent yield to the public necessities. 
It is on this ground that a witness pos- 
sessing knowledge of the facts material to 
the vindication of the rights of another 
may be compelled by judicial process to 
appear and give evidence in behalf of that 
other party, notwithstanding the evidence 
thus coerced may uncover the witness’ private 
business and subject him to a civil action 
for damages. Such a witness thus duly 
summoned 
traordinary efforts’ to attend. 
Davis, 15 Wend. 602. 
and upon the same principles, 


is even bound to make ex- 
People v. 
For like reasons, 
persons in 


— 
| 
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possession of written evidence, of what- 
soever character, may be required to pro- 
duce the same to be used as evidence; and 
it is no ground for the refusal of a wit- 
ness to produce books or papers, when 
required by lawful authority, that they are 
private. Burnham yv. Morrissey, 14 Gray, 
226. Now if the courts are thus careful 
to assist private persons in procuring evi- 
dence for the maintenance of their indi- 
vidual rights, why should the same power 
not be exerted in behalf of the public? 
Is the state, which represents the body 
politic, entitled to less consideration than 
its humblest citizen? No state can main- 
tain its existence without revenue—a 
burden imposed by law on every one for 
the benefit of all. This burden ought to 
be equal and uniform, and the legislature 
requires the officers charged with the duty 
of making assessments for the purpose of 
taxation to enforce this just and benefi- 
cent rule.” This decision followed a con- 
trary decision by the same court in 1880 
(First and Second National Banks v. 
Auditor of Mahoning County, 5 Cin. Law 
Bull. 515) in which the court then held 
a national bank could not be compelled 
to present for inspection books showing 
its deposits and restrained the state of- 
ficials from compelling this to be done. 


The bank appealed the Hughes case to 
the Supreme Court of the United States 
in which court a motion was made to dis- 
miss the appeal for want of jurisdiction 
because the value of the matter in dispute 
did not exceed $5,000. The Supreme 
Court granted this motion and dismissed 


the case for want of jurisdiction, saying 
“Certainly no suit for even nominal dam- 
ages could be sustained against the auditor 


on account of what he had done. All the 
cashier is required to do is to give testi- 
mony in a proceeding instituted under the 
authority of law by the auditor to perfect 
the tax lists of the county. It is supposed 
the books of the bank contain evidence 
pertinent to this inquiry, and appropriate 
measures are taken to have them produced 
for examination. The case is in no re- 
spect different in principle from what it 
would be if the evidence was called for 
in an ordinary suit in a court of justice 
between individuals.” First National Bank 
v. Hughes, 106 U. S. 523 (decided prior 
to the Boyd case). 

It seems somewhat remarkable that no 
contention was made in this case before 
the Supreme Court, nor discussed, that 
the court had jurisdiction because the con- 
troversy involved an interpretation of the 
Revised Statutes as to visitorial powers; 
nor that the constitutional rights of the 
bank were invaded by the proposed whole- 
sale disclosure of the names of all its 
depositors and the amounts of their de- 
posits. In view of the dismissal of this 
case by the Supreme Court for want of 
jurisdiction, the court cannot be deemed 
to have considered or passed upon the con- 
stitutional question. 

In Indiana, the statute passed in 1891 
(Revised Statutes, Sec. 8444) was even 
broader than the Ohio statute. It gave 
the tax officials the right to inspect and 
examine “the books and papers of all cor- 
porations and taxpayers in this state.” It 
was originally held in Decker v. Langen- 


berg by the Superior Court of Marion 
County in October, 1891, that this statute 
did not authorize the tax officials to sub- 
poena the officer of a state bank to ap- 
pear with the books of the bank disclosing 
the names of depositors and amounts to 
their credit on a given day and to answer 
all questions relative thereto, nor to adjudge 
a recusant witness guilty of contempt and 
punish him by fine, and that the portion of 
the Act which attempted to confer such 
power on the State Tax Board was un- 
constitutional and void. In this case the 
court said: “It is my opinion, despite the 
expression of the court in First Nat. Bank 
v. Hughes, 6 Fed. 737, which I do not 
think applies to the facts of this cause, 
that the legislature of this state, under 
the limitations of its constitution and the 
Constitution of the United States, has no 
authority to vest power in said Board of 
Tax Commissioners, nor any fractional 
part of it, to require a bank to disclose the 
names of its depositors in gross, for the 
mere purpose of indefinite discovery, as 
in this case, nor produce its books for 
examination to obtain such names for like 
purpose. The sanction of such authority 
would, in my opinion, result in the in- 
auguration of such an unreasonable sys- 
tem of inquisition and the encouragement 
of vexatious and profitless espionage to 
such a degree as was never contemplated, 
and certainly can find no just sanction in 
our plan of government.” 

But the Supreme Court of Indiana in 
1901 held in Cooperative Building and Loan 
Association v. State, supra, that the statute 
was valid, although the only relief sought 
in that case was examination of the books 
of a particular taxpayer. 


The decision in Cooperative, etc., Asso- 
ciation v. State was rendered in April, 
1901, and the same year the original act 
was amended so as to deprive the tax 
officials of the right to wholesale exam- 
ination of a bank’s books and papers with- 
out specification of a particular taxpayer. 
Commenting on this the Supreme Court of 
Indiana in Washington National Bank v. 
Daily, 77 N. E. (Ind.) 53, said: 


“Acts 1891, p. 207. c. 99, Sec. 34, as it stood 
before amendment in 1901, supra, nrovided that 
the township assessor, county assessor, etc., shall 
each have the right to_inspect and examine the 
records of all public officers, and the books and 
ieoere of all corporations and taxpayers in the 

tate, without charges.” Under that act the as- 
sessing officer acted wholly upon his own judg- 
ment and discretion, and had authority to demand 
of any bank he saw fit, inspection of its deposit 
ledger and other books, generally, and without 
setting forth the account of any particular in- 
dividual, and to make the examination more effec- 
tive such assessor had power to administer oaths, 
etc. The old act in its general terms has been held 
to be constitutional, and but a proper exercise of 
legislative power. Cooperative, etc., Ass’n_ v. 
State, 156 Ind. 463; State v. Real Estate, etc.. 
Ass’n, 151 Ind. 502; Satterwhite v. State, 142 
Ind. 1; State v. Wood, 110 Ind. 82. There is 
much stronger reason, if needed, for holding the 
act as amended in 1901 constitutional, since it 
requires the proceeding to be commenced before 
the circuit judge upon affidavit of the assessor, 
specifying the particular individual and kind of 
property believed to be omitted from the tax list; 
and the assessor’s authority to inspect and examine 
under the writ cannot exceed the specifications 
of the affidavit.” 


In this case the proceedings had been 
brought by a county assessor against a 
national bank to compel the bank to sub- 
mit its books to inspection to ascertain 
whether a_ specified third person had 
omitted to list for taxation taxable prop- 
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erty. The Supreme Court affirmed an 
order authorizing the inspection. 

It is significant that the judicial declara- 
tion of constitutionality of an act which 
authorized general inspection of a bank’s 
books should be followed by its virtual re- 
peal by enactment of an amendment re- 
quiring the tax assessor to specify the 
particular individual whose account he de- 
sired to examine. 

In Iowa, also, Section 4654 of the Code 
provided that the court might in its dis- 
cretion “require the production of any 
books or papers which are material to the 
just determination of a cause pending be- 
fore it.” In Iowa Loan and Trust Co. v. 
District Court, 127 N. W. (Iowa) 1114, 
the trust company issued its own obliga- 
tions called debentures secured by real 
estate mortgages deposited with trustees 
appointed by the company. The county 
treasurer assessed these trustees as agents 
and trustees for unknown owners on 
property alleged to have been omitted from 
assessment. The trustees appealed to the 
district court and the court, upon a peti- 
tion filed by the county treasurer, ordered 
the president and secretary of the trust 
company to produce in court “all books 
containing a registry of the debentures and 
names of the owners outstanding” for a 
number of years specified. The Supreme 
Court dismissed a writ of certiorari to 
review this order, holding that the Iowa 
statute requiring a production of books or 
papers was not limited to books and papers 
belonging to, or in possession of, a party 
to the suit, but extends to those belonging 
to or in possession of a stranger and it 
said: “The constitutional guaranty against 
unreasonable searches and seizures is not 
in our judgment violated by the order. 
Nor will it be by an execution thereof. 
The provisions of the constitution have no 
reference to regularly prescribed and 
statutory methods for obtaining evidence, 
and the acquiring of evidence in the 
statutory manner to be used in a case is 
not a search or seizure within the meaning 
of the Constitution.” 


To the contrary it has been held by a 
lower court in Oregon (Re Indictment of 
Henry Failing, Circuit Court, Multonomah 
County, July, 1895) where, by a state 
statute, the legislature required the proper 
officer of every bank to furnish the county 
assessors with a certified sworn statement 
of the names of depositors with the 
amounts deposited, under penalty of a fine 
for refusal, and the officer of a national 
bank was indicted for refusing to comply 
with the law, that the statute was uncon- 
stitutional and invalid. 

It will, from the above, be seen that 
there is some authority upon the specific 
question, to the effect that the constitu- 
tional rights of a bank are not invaded 
by a compulsory disclosure of the names 
of all its depositors and the amounts to 
their credit where such a proceeding is 
authorized by statute; but the authorities 
cited are not so convincing as to establish 
beyond question that this is so, and to our 
mind where such an indefinite discovery 
is sought, the constitutional rights of the 
bank are invaded. 

Furthermore, aside from the constitu- 
tionality of such a general inquiry, even 


se 
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if authorized by statute, neither the 
statutes of the United States nor the 
Treasury rulings and regulations under 
such statutes can be construed as author- 
izing Revenue officers to make such whole- 
sale imvestigations. The authority which 
they confer on Revenue officers seems to 
contemplate an inquiry for the purpose of 
making or correcting a return of a par- 
ticular taxpayer or taxpayers, whose 
identity is definitely known to the Revenue 
officers by name and it does not extend to 
general inquiries to obtain information 
where no particular taxpayer or taxpayers 
are named. 

Upon the whole situation, and in view 
of the general expressions of the Federal 
courts in the cases we have cited and in 
other cases declaring the constitutional 
right of persons to be secure from general 
inquiries or general warrants, we are in- 
clined to think that when this question is 
finally presented to the Supreme Court of 
the United States—and the decision in the 
Hughes case can in no sense be regarded 
as res judicata—the decision will be in 
denial of the right or power of a Revenue 
officer, even if authorized ‘by statute, to 
examine bank officers or to compel the 
bank to permit examination of, or pro- 
duce for examination, its books and ac- 
counts with respect to tax liability of all 
its customers, where no particular cus- 
tomers are named and the purpose is to 
make a fishing excursion. Until such 
final settlement of the question, in view 
of the decisions above cited which declare 
on the one hand the sacredness of con- 
stitutional rights and notwithstanding the 
few decisions which on the other permit 
general inquisitions under state statutes, 
the question must be regarded as doubtful. 
But as we read the statutes, Congress has 
not authorized such general inquiries. In 
such situation, it would seem the right 
and proper procedure for bank officials, 
when demand is made by Revenue officers 
to examine or to produce their books and 
papers for the purpose of finding out what 
persons are liable to income tax or have 
made incorrect returns, without specify- 
ing the names of particular depositors 
whose accounts are sought to be examined, 
to refuse to acquiesce and when and if 
the case is taken before the District Court 
by the Revenue officer, to contest it up 
to the Supreme Court of the United States. 


Power to Break Open Safe 
Deposit Box 


PPMALLY, we come to the reported case 
—and so far as we know this is the 
only case where such arbitrary power has 
been attempted to be exercised—where a 
Revenue agent, without court order, and 
acting solely under the general designation 
of authority to examine conferred by the 
Commissioner by virtue of the statute, and 
over the protest of the bank officers, 
forcibly broke open and examined the 
contents of a safe deposit box rented to 
a customer whom the Revenue agent speci- 
fied by name, 

The relation of a bank to a box-renter 
has been held by the courts to be that 
of bailee and there are decisions in some 
states which support the proposition that 


the contents of a safe deposit box are not 
immune from valid legal process; that in a 
proper proceeding against the box-renter, 
a sheriff or other officer can, in the execu- 
tion of a writ of attachment or garnish- 
ment, or of a search warrant in a proper 
case, forcibly enter the box and search 
and seize the contents. Under such deci- 
sions, it is the duty of the bank to examine 
the process carefully and see that it con- 
fers sufficient authority to open the box 
and to inspect or seize the contents, and 
if it does not, while the bank is not justi- 
fied in resisting force by force, it is never- 
theless its duty to take all proper legal 
steps to prevent the unlawful entry or 
inspection or taking or, if unlawfully 
taken, for return of the property, as the 
case may be, failing which the bank will 
be liable to its customer. 

In the case reported from Florida, how- 
ever, there was no process whatever is- 
sued from a court of justice. And while 
there was no taking away of the property, 
the box was forcibly entered and the 
contents inspected and listed by the Rev- 
enue officer. It was held by the Supreme 
Court of Illinois in National Safe Deposit 
Co. v. Stead, 95 N. E. 73, affirmed by the 
Supreme Court of the United States (232 
U. S. 58) but not on the constitutional ques- 
tion, that the Inheritance Tax Act of 
Illinois which prohibited a safe deposit 
company from delivering or transferring 
securities of a decedent in a safe deposit 
box unless certain state officials were no- 
tified and their consent obtained and giv- 
ing power to the officials to examine the 
securities at the time of delivery or trans- 
fer, was constitutional. But aside from 
any question of the constitutional right of 
a Revenue officer, under order from the 
proper court, to compel the opening and 
listing of the contents of a safe deposit 
box of a particular named taxpayer, we 
fail to see in the present case where either 
the statutes of the United States or the 
Regulations of the Treasury Department 
attempt to confer any such arbitrary power 
upon Revenue officers. The sole power is 
to “examine” books, papers, etc., and if 
examination is refused or if a summons to 
the bank to appear and produce books 
and papers relating to a taxpayer, is re- 
fused, the statute prescribes application by 
the Revenue officer to the court as the 
lawful method of procedure. We think it 
quite clear that Congress never intended in 
granting this power to Revenue officers to 
“examine” books and papers, to confer the 
power to break open a sealed box of a 
taxpayer in the custody of a bailee, for 
the purpose of making such examination, 
without first applying to the District Court 
for the proper order, upon the hearing of 
which, the respective rights of bailee and 
Revenue officer could be judicially deter- 
mined. 


If this conclusion is correct, we think 
in the case reported, the Revenue officer 
rendered himself personally liable in an 
action for trespass and the bank itself, in 
permitting such forcible entry without 
itself applying to the court for protection 
from the arbitrary act, was negligent in 
its duty to the box-renter. 


Our conclusion, then, upon the third 
question presented, is that a revenue of- 


ficer has no right to break open and search 
the contents of a safe deposit box belong- 
ing to a renter although specified by him 
by name, over the protest of the bank, for 
the purpose of ascertaining information as 
to the tax liability of such renter. The 
conclusion seems warranted that the proper 
procedure of the bank in any such case is 
to refuse access and take all possible nec- 
essary legal steps to prevent such forcible, 
unauthorized entry, the same as it would 
do in the case of an ordinary trespasser; 
and in case the Revenue agent procures 
an order from the District Court requiring 
such entry and inspection, to appeal from 
such order and prosecute the appeal to the 
highest tribunal. 


Peat Fuel in Canada 


HE total area in Canada overlain by 

peat bogs is estimated at 37,000 square 
miles, of which the central provinces have 
12,000 square miles of an average depth 
of six feet, capable of producing 9300 million 
tons of peat fuel, equal in heating values to 
5400 million tons of coal. 

Forty-six bogs have been investigated and 
mapped in Ontario, 27 in Quebec, 7 in Mani- 
toba and 27 in the Maritime Provinces, com- 
prising in all 228,000 acres. Seven bogs 
within shipping distance of Toronto are 
estimated to be capable of producing 26,- 
500,000 tons. 


Convention Calendar 


Pisce 
13-14 Trust Companies Mid-Winter 


DATE ASSOCIATION 


Feb. 
Conference New York 
14-16 Association of Reserve City 
Bankers 
April 24-26 Georgia 
April 25-26 Florida 
April 28-May 1 Spring Meeting, Execu- 
tive Council, A. B. A. 
Augusta, Ga. 
5-8 Chamber of Commerce, U.S. A. 
Cleveland 
6-7 Mississippi ........ Columbus 
6-8 Texas Austin 
13-14 Arkansas 
16-17 Alabama 
20-21 Kansas 
20-21 Missouri 
21-23 Pennsylvania .... Philadelphia 
22-24 Virginia Norfolk 
27-28 Oklahoma .......... Sulphur 
4-6 National Foreign Trade Council 
Boston 
4-6 North Carolina .... Asheville 
4-7 California .... Yosemite Valley 
10-13 National Association of Credit 
Men Buffalo 
13-14 Utah ...... Ogden 
15-18 American Institute of Banking 
Baltimore 
16-18 Iowa .......- .... Mason City 
17-18 South Dakota Huron 
18-20 Ohio 
June 23-25 New York 
June 26-27 North Dakota . 
Sept. 29-Oct. 2 American Bankers 
*Joint session on one day. 
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May 


May 
May 
May 
May 
May 
May 
May 
May 
May 
June 


Birmingham 
Kansas City* 
Kansas City* 


June 
June 
June 


June 
June 


June 
June 
June 
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Recent Decisions 


DIGESTED BY THOMAS B. PATON, JR. 


Set Orr—Deposir or Trust MONEY BY 
STOCKBROKER—F EDERAL 


NE Hosier sent certain money to Im- 

brie & Company and instructed them 
to buy certain stocks for him. Imbrie & 
Company did not use the money as instructed, 
but deposited it to their own account with 
Fulton National Bank at Atlanta. Imbrie 
& Company was indebted to the bank on 
other transactions. The bank had no no- 
tice that the money was Hosier’s, but did 
not give or extend credit by reason of the 
deposit. A creditors’ bill was filed against 
Imbrie & Company and an ancillary suit 
brought in the United States District Court 
for the Northern District of Georgia. 
Hoosier intervened and claimed the money 
deposited in the bank. The bank attempted 
to set off the deposit against the money 
owed it by Imbrie & Company. 

Held, that the bank was not entitled to 
retain the money deposited, as a set off. The 
money belonged to Hosier, and since there 
was no change to the disadvantage of the 
bank in its relations with Imbrie & Company, 
upon the faith of the deposit, the bank did 
not acquire any prior claim to the deposit, as 
against Hosier by estoppel or otherwise. 
Fulton National Bank of Atlanta v. Hosier 
et al. United States Circuit Court of Ap- 
peals, 5th Circuit. 


StopPInG PAYMENT OF CERTIFIED CHECK— 
New JERSEY 


HE plaintiff corporation was a depositor 

of the defendant bank. It made out a 
check payable to Gordon Yarn Company of 
New York for the sum of $450, and after 
having had the check certified by the de- 
fendant bank, delivered it to Gordon Yarn 
Company, who indorsed and ¢eposited it, and 
it was sent through exchanges to the defend- 
ant bank for payment and was paid. Prior 
to the payment of the check, the defendant 
bank had been duly notified by the plaintiff, 
the maker of the check, not to pay it, but the 
bank refused to heed the notice. 

Held, that the defendant bank was liable 
to the plaintiff corporation. - When a check 
of a depositor is certified at the request of 
the maker, he is not discharged thereby 
and may stop payment, and the bank must 
give heed to such notice, for under such 
circumstances both the drawer of the check 
and the bank are entitled to show that the 
check was procured by fraud. 

The contention on behalf of the defendant 
bank that, since the check was negotiated 
by delivery in New York, the transaction 
was controlled by the law of the state of 
New York, which prevented the drawer of 
a certified check from stopping payment 
after delivery, could not be raised on this 
appeal, as it did not appear on the record 
what the New York law was on the subject. 
N. J. Textile Machine Co. v. U. S. Trust 
Co. Supreme Court of New Jersey. De- 
cided Dec. 21, 1923. 


Assistant General Counsel 


HERE a bank had no no- 

tice that money deposited 
with it belonged to a third per- 
son, but did not extend credit by 
reason of the deposit, the bank is 
not. entitled to retain the money 
so deposited as a set off. 


J’ New Jersey, when a check 

of a depositor is certified at 
the request of the maker, he ts 
not discharged thereby and may 
stop payment. 


NOTE made payable “to the 
order of the bearer” ts not 
one to “bearer.” 


ECOVERY on a_ usurious 

note given to a resident of 
Indiana was not allowed under 
the laws of Arkansas. The 
laws of the state where the con- 
tract is to be performed apply, 
regardless of where the contract 
was made. 


A FEDERAL court speaking 

of tax exemption recently 
said that “Until Congress shall 
furnish a standard or definition, tt 
must be held that a building and 
loan association, which confines 
its business to making loans to 
members, and does not attempt a 
banking business, and operates on 
a strictly mutual basis, so that all 
its members participate equitably, 
and without particular benefit to 
any class, is exempt, and that 
the real test is mutuality, and 
that no other test can be injected 
or substituted.” 
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Notes—Usury—Conr .icts orf LAaw— 
ARKANSAS 

HIS was a suit to recover on the fol- 

lowing promissory note: 


“$6,000 Stuttgart, Ark., June 8, 1921. 
“One year after date [ promise to pay to the 
order of A. P. Rice six thousand and no/100 
dollars, for value received, payable at the First 
National Bank of Stuttgart, Ark., with interest 
from date at the rate of ten per cent per annum 
until paid. Demand, notice of protest and non- 
payment waived by makers and indorsers. 


“E, TALLMAN. 
“Indorsements: A. P. RICE.” 


The note was made under the following 
conditions: Tallman, the maker of the 
note, who resided at Stuttgart, Ark., entered 
into negotiations with one Rice, a resident 
of Indiana. Upon being informed that Rice 
would make a loan at 10 per cent, after 
first deducting 5 per cent, Tallman for- 
warded to Rice two blank notes, one for 
$5,000 and one for $6,000, asking him to 
return the one of the notes he preferred 
to take, to the bank, with a draft for its 
amount, less the agreed discount, and to 
instruct the bank to turn over the draft 
to Tallman when the note was duly signed 
and stamped. Rice decided to take a note 
for $6,000 under these terms, and sent it 
along with a draft to the Exchange Bank, 
Stuttgart, Ark. Tallman duly executed the 
note there. 

The defense of usury was raised, and 
the question arose whether the law of Ar- 
kansas under which neither the principal 
nor the interest could be recovered, or the 
law of Indiana, under which the principal 
with only 6 per cent interest could be re- 
covered, should apply. 

Held, that there could be no recovery on 
the note. Since the note was made in Ar- 
kansas and was to be performed there the 
holder’s rights were governed by the Ar- 
kansas law. The court said also that, re- 
gardless of where a contract was made, 
the laws of Arkansas would apply if it was 
to be performed in that state. Tallman v. 
Union Loan & Trust Co. Supreme Court 
of Arkansas. Decided Dec. 24, 1923. 


Nore PAYABLE “TO THE ORDER OF BEARER” 
Is Not One to “BEARER’—OREGON 


NOTE was made payable “to the order 

of the bearer.” It was contended that 
the note was a bearer instrument, negotiable 
by delivery under the Negotiable Instru- 
ments Law. 

The court held that it was a negotiable 
promissory note, but not one to “bearer.* 
The court said: “If the instrument in con- 
troversy had been drawn in the alternative, 
as, for example, ‘to the order of A, or to 
bearer,’ it would be payable to bearer, and 
could be transferred by delivery, for such 
a promise is to pay either to the order of 
A, or to pay to the bearer, whoever he may 
be.” In this case the transfer of the note 
required the indorsement of the payee. 
American National Bank v. Kerley, 220 Pac. 
116. 
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BANKING—DeEposits—SET OFF AND 
CouNTERCLAIM—CONTRACTS— 
WASHINGTON 


The affairs of a canning company were 
in an embarrassed condition, and at a 
meeting of its principal creditors it was 
agreed that one May should take charge of 
the assets of the company. May did take 
charge of the assets of the company. The 
Puyallup State Bank was one of the cred- 
itors, and in addition had been the deposi- 
tary of some of the funds of the canning 
company. When May took charge, the bank 
desired that he should deposit at least part 
of the funds handled by him. He was 
willing to do this, provided such funds should 
be kept entirely free from the company’s 
old debts. Accordingly the parties entered 
into the following written agreement : 


“June 20, 1921. 


“Puyallup State Bank, 
“Puyallup. 

“Gentlemen: Referring to W. H. Paulhamus and 
Wm. N. May account, until further directions 
from the undersigned you will please debit this 
account with all checks of the a and 

Co. numbered 
y me, also pay- 


Yours truly, 
N. MAY.” 


“We acknowledge receipt of the foregoing notice, 
as in consideration of the present situation of the 
uyallup and Sumner Fruit Growers’ Canning Co., 
pi other considerations, we agree that no part 
of the monies deposited in the W. H. Paulhamus 
and Wm. N. May account shall be used, held or 
applied as an offset or credit upon the indebtedness 
of said canning company to us, and that we shall 
claim no lien upon the monies deposited to the 
H. Paulhamus and Wm. N. May account on ac- 
count of of the indebtedness of said canning com- 


= “PUYALLUP STATE BANK, 
y J. M. Jones, Cashier.” 

Thereupon a new account in a new name 
was opened and a new pass book furnished 
by the bank. This account was not to be 
controlled by the canning company as such, 
but by May as a representative of said 
company and of its creditors. Later one 
Braddock, who was treasurer of record of 
the canning company, directed the bank to 
change the account back to the name of 
the canning company. The bank did so. 
Subsequently the company went into re- 
ceivership, and May was appointed receiver. 
He demanded from the bank the amount on 
deposit to the credit of the company in the 
new account. The bank refused to pay it 
and claimed the right to apply this amount 
to the indebtedness of the company to the 
bank, claiming that the deposits then on hand 
had been received after Braddock’s direction 
to change the account back to the name of 
the canning company. 

Held, that May as receiver was entitled to 
the sum deposited. The bank had sufficient 
knowledge of the circumstances to under- 
stand that Braddock had no authority to 
change the nature of the account, and was 
not entitled to set off the amount deposited 
against the indebtedness of the canning com- 
pany to it. May v. Puyallup State Bank. 
Supreme Court of Washington. Decided 
Dec. 7, 1923. 


Sumner Fruit Growers’ Cannin 
subsequent to 3613 and initialed 
roll checks from 8669. 


BuILpING AND LoAN AssocIATION—MEMBER 
AND STOCKHOLDER May Sue To RESTRAIN 
ASSOCIATION FROM PAYING TAX FROM 
Wuicu It Is Crearty ExemMpt—FEpERAL 


LAINTIFF, a stockholder in defendant 
building and loan association, brought 
this suit in the Federal District Court to 


restrain defendant from making returns and 
paying certain taxes under the Revenue Act 
of 1921. The association made loans only 
to members whose only qualification for 
membership was the subscription of $1 of 
loan stock and no more. The plaintiff based 
his claim that the association’s capital stock 
and income was tax exempt under the clause 
in the 1921 Act that “domestic building and 
loan associations, substantially all the busi- 
ness of which is confined to making loans 
to members” shall be exempt. 

Defendant had previously instituted pro- 
ceedings to enjoin the collector from en- 
forcing his demands, but now were about 
to abandon those proceedings, and comply 
with his demands. 

The motion to dismiss plaintiff’s suit was 
denied, with leave to the plaintiff to show 
failure of timely relief from the Treasury 
Department or of imminent danger of irrep- 
arable injury. 

The court in discussing tax exemption of 
true building and loan associations said: 
“We must hold, therefore, that the Commis- 
sioner of Internal Revenue cannot deny ex- 
emption to a true building and loan associa- 
tion simply because it does not require each 
borrowing member to subscribe for an 
amount of stock equal to the face of his 
loan. Neither is there anything in the Act 
conferring authority on the Commissioner to 
determine the qualifications of members, nor 
does the language of the Act imply such a 
qualification.” 

“We see no conflict between our con- 
clusions in the instant case and the decision 
in Lilley Building & Loan Co. v. Miller 
(D. C.), 280 Fed. 143 [June, 1922, Cum. 
Bull., p. 253]. Of course an association 
cannot carry on a banking business and op- 
erate on a mutual basis, which is the con- 
trolling criterion of a building and loan as- 
sociation. Until Congress shall furnish a 
standard or definition, it must be held that a 
building and loan association, which con- 
fines its business to making loans to mem- 
bers, and does not attempt a banking busi- 
ness, and operates on a strictly mutual basis, 
so that all its members participate equitably, 
and without particular benefit to any class, 
is exempt, and that the real test is mutuality, 
and that no other test can be injected or 
substituted. In view of the foregoing, the 
court must hold that the People’s Savings 
Association is exempt from taxation, and 
that the demands made upon it are illegal. 
and without color or authority of law.” 
Acklin v. People’s Savings Bank, 293 Fed. 
392. 


NatTIonAL BANK EXERCISING 
Powers. INCONSISTENT STATE LAw 
Must To FeperaAL Act— 
PENNSYLVANIA 


HIS case involves the question as to 

whether a national bank has the right to 
act as a fiduciary under the laws of Penn- 
sylvania. 

A trust company was appointed guardian 
of the estate of certain minors, and before 
the amount was turned over to it, it was 
consolidated with a national bank after 
conversion into a national bank itself. To 
qualify to obtain possession of the estate, 
the national bank obtained a certificate from 
the State Banking Department authorizing 
it to do a fiduciary business in the state. 


‘the acceptor against the drawer. 
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But the Orphans’ Court of Philadelphia 
refused its approval, whereupon the na- 
tional bank asked that the funds be 
awarded it, notwithstanding the refusal, 
and on appeal, this court reviewed the 
authority of the Orphans’ Court to refuse 
to approve the right to do the fiduciary 
business in question. The authority was 
claimed on the ground that, although the 
national bank had agreed to be amenable 
to inspection by the state authorities, it 
had no right to do so. For, while state 
banks doing a fiduciary business must not 
commingle trust funds with their own in 
any case, still national banks doing such 
business may do so under certain regula- 
tions by the Federal Reserve Board. And, 
while state banks doing fiduciary business 
have all their assets subject to state super- 
vision, national banks do not under U. S. 
Comp. Stat., Sec. 9794. 

The court held for the national bank, 
holding that “in so far as the state law és 
inconsistent with the Federal act, the 
former must yield to the latter, even 
though the result may be to place upon 
Federal banks a benefit or burden not re- 
ceived or assumed by the state banks and 
trust companies.” Since Congress gave 
the right to national banks to exercise 
fiduciary powers where state banks could 
exercise them, in this case where state 
banks could exercise such powers, national 
banks could. And the rules under which 
national banks could exercise them are laid 
down by the Federal Reserve Board. The 
court further declared that “If these rules 
happen to conflict with state regulations on 
the subject, the latter must yield to the 
former, because the right being conceded, 
the power to regulate the exercise of the 
right would follow as a necessary incident.” 
In re Turner’s Estate, 120 Atl. 701. 


ACCEPTANCE—UNCERTAINTY AS TO 
Amount PAYABLE AFTER DISHONOR 
Does Not Arrect NEGOTIABILITY— 
FEDERAL RULE—OKLAHOMA 


LAINTIFF purchased a trade accept- 
ance in good faith for value prior to 
maturity in the usual course of business, 
and without knowledge of any defense of 
The note 
was protested for nonpayment on the due 
date, and plaintiff sued the acceptor on the 
acceptance. The defendant set up a de- 
fense in the form of a claim that he had 
paid the drawer in cash and by goods 
returned to the-full amount of the ac- 
ceptance, and that the acceptance was 
nonnegotiable on account of the clause 
contained therein to the effect that “If 
paid when due a discount of $156.73 may 
be deducted, reducing the face of this 
acceptance to $3,142.92.” Defendant con- 
tends that the clause makes the amount 
uncertain and indefinite, and, therefore, the 
instrument is nonnegotiable, and on that 
ground defendant seeks to avail himself of 
the claim that he has satisfied the claim 
on which the instrument is based. 

The entire question in this case is as 
to the negotiability of the instrument, for 
if it is negotiable, defendant’s claim of pay- 
ment to the drawer will be of no avail, 
for the acceptance is still outstanding in 
the hands of plaintiff bona fide holder. And 
to support his contention of the non- 

(Continued on page 547) 


Railroad Consolidation Will Come 


By WALKER D. HINES 


Former Director General of Railways 


Roads Are In a State of Arrested Development Due to Legislative 
Interference With Normal Process of Combination and Growth. 
The General Plan of Consolidation and the Benefits Which Are 
Expected to Accrue from It. 


UR present big railroad systems 
are the product of railroad con- 
solidation. For example, the Penn- 
sylvania system is the outcome of 

extensive consolidation and represents the 
fnerger of the rights and properties of 
about 600 different corporations, The same 
thing is true in varying degree of every 
other extensive railroad property. These 
systems came about through a normal proc- 
ess of combination and growth. 

If that process had not been interfered 
with by law, we would have little if any 
consolidation problem at present, because 
consolidation would have been pretty well 
completed. But the Anti-Trust Act of 1890, 
frequently known as the Sherman Act, was 
construed by the Supreme Court to prohibit 
any combination of competing railroads, 
even though the competition was a minor 
feature, and this put a stop to further rail- 
road consolidation of importance. 

As a result, for about twenty years the 
railroad situation has been unable to move 
in the direction of natural consolidation, 
and has been in a state of arrested develop- 
ment. In this respect the railroads have 
occupied an exceptional position because 
other industrial enterprises have seemed 
able to proceed along lines of extensive con- 
solidation with but little interruption. The 
result is that we have eighty or ninety dif- 
ferent railroad interests, each with operat- 
ing revenues of $1,000,000 or more per an- 
num, although twenty-two of these inter- 
ests represent nearly 85 per cent of the total 
operating revenues. In addition we have 
several hundred railroads of minor impor- 
tance. 

By degrees it has come to be appreciated 
that this state of arrested development is 
detrimental to the best railroad service and 
to satisfactory railroad regulation. The pro- 
visions of the Transportation Act of 1920 
for railroad consolidation were the out- 
growth of a definite conviction that the 
processes of railroad consolidation ought 
to be resumed and carried forward to bene- 
ficial results, although of course under ade- 
quate public regulation. Some complain 
that the method of the Transportation Act 
is artificial and undesirable, but we must re- 
member that it is seeking to set aside a 
seriously artificial restriction that was in- 
volved in the Anti-Trust Act of 1920. 
Therefore, we should look with sympathy 
upon the rational effort of the Transporta- 
tion Act to bring about a condition of ex- 
tensive railroad consolidation under such 
public supervision as will insure protection 
of the public interest. 


A great deal of skepticism has been 
evinced as to the benefits of railroad con- 
solidations. In many quarters it seems to be 
assumed that important economies will not 
be realized and therefore that railroad con- 
solidations will not be advantageous. This 
view is unsound even as to economies, but 
it is still more unsound because it overlooks 
some highly important considerations which 
are even more controlling. 


Facilitate Public Regulation 


HE most influential reason in favor of 
large consolidations was to facilitate 
public regulation and make it more success- 
ful and more satisfactory to the public. Of 
the numerous railroads in our country, 
some are big and some are little, some are 
strong and some are weak. The application 
of the regulating statutes so as to insure 
reasonable rates and service in respect of 
properties so numerous and so divergent in 
size and strength and capacity to serve is 
exceedingly difficult. There is a deep, and 
a well founded, conviction that the matter 
of public regulation will be greatly aided 
by consolidating the railroads into a limited 
number of systems, and this purpose of 
public regulation is a fundamental purpose 
which would have a strong appeal even if 
there were not other important reasons. 
From the standpoint of railroad manage- 
ment also, and entirely apart from the ques- 
tion of specific economies, consolidation is 
of great importance. The railroads are en- 
gaged in a public service. Their success is 
peculiarly subject to public sentiment and 
also to the sentiment of the employees. 
Public sentiment and the sentiment of the 
employees are greatly influenced by the 
policies of railroad managements. In many 
respects railroad policies have to be uni- 
form for the whole country. For example, 
the policy as to the rules concerning the re- 
turn of freight cars, and, what is even more 
important, the policy as to whether those 
rules will be in fact enforced, must be a 
virtually uniform policy for the entire 
country. Such railroad policies have to be 
adopted by practically unanimous consent 
of the railroad executives of the country. 
The result is that too frequently the gen- 
eral policies of railroads are halting or 
negative, because the majority of railroad 
executives and the great variety of the 
extent of their interests make it so diffi- 
cult to secure the necessary concurrence in 
new and affirmative policies. This situation 
reacts unfavorably upon public sentiment 
and at times upon the sentiment of the em- 
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How Mergers May Be Initiated. 


ployees and hence reacts. unfavorably upon 
the interests of the railroads themselves, 
and in the last analysis upon the public in- 
terest in adequate railroad transportation. 
A very important improvement in this mat- 
ter, which has a vital relation to the public 
support necessary to preserve private oper- 
ation, would result, if, for example, there 
were twelve great railroad systems instead 
of eighty or ninety different interests as at 
present. 

The substitution of a few very large rail- 
road systems will simplify the dealing of 
railroads with each other, because such a 
method of consolidation will relegate to 
the internal councils of some one system a 
great number of questions which now come 
up for consideration in the general councils 
of the railroads. The handling of questions 
still remaining of general interest will be 
greatly simplified by the reduction in the 
number of companies to be consulted. For 
instance, the due equalization of the inter- 
change of freight cars among twelve large 
systems will be far simpler than when 
eighty or ninety different systems are in- 
volved. Indeed, with only twelve systems 
to deal with, there will probably come about 
coordinated methods not only of car dis- 
tribution but of car maintenance which will 
prove far superior to anything which can 
be hoped for with eighty or ninety different 
railroad companies to be consulted in the 
general councils on the subject; and like- 
wise the situation will admit of very great 
improvement in controlling the movement 
of traffic in times of heavy business so as to 
avoid embargoes, or at least so as to make 
them much more rare, and, when resorted 
to, far more useful. 


Present Difficulties 


F we should assume, for example, that 

the railroads of this country were con- 
solidated into twelve systems, the much 
greater simplicity of public regulation and 
the much greater facility of formulating 
and effectuating the policies of railroad exe- 
cutives would, in my opinion, open up an 
opportunity for a greatly improved form of 
regulation. One of the serious difficulties at 
present is that so many matters of detail 
have to be referred in the first instance to 
the Interstate Commerce Commission that 
railroad action is slowed down and public 
regulation is unduly burdened. I believe it 
would be found feasible, with the great 
simplification coming from consolidation, 
to develop a plan whereby many of these 

(Continued on page 546) 
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Creating Business By Advertising 


it appears on this page and detached 

from the service and merchandise 
for which it stands, detached also from the 
plants in which it is produced, has a very 
large commercial value that has been created 
by advertising. 


EB of these simple designs just as 


This trademark was adopted 10 
years ago by the Sun Maid 
Raisin Growers. In the last 5 
years more than $1,500,000 has 
been spent in magazines to pop- 
ularize the product it represents. 


Johns-Manville, Inc., which was 

established in 1858, has been an 

extensive magazine advertiser for 

many years. In the past 5 years 

they have spent over $1,500,000 
in this medium. 


The Borden Sales Co. was estab- 

lished in 1857. In the last 10 

years it has spent $1,500,000 
for magazine advertising. 


The Palmolive Co, began national advertis- 

ing in 1907. The appropriation for na- 

tional periodicals has increased annually, 

until in 1922 nearly $750,000 was spent in 
magazines, 


These trademarks and the advertising ap- 
propriations given underneath them, taken 
from a collection made by the Periodical 
Publishers Association, have been selected 
because, distinctly removed from banking, 
they nevertheless illustrate the creative pos- 
sibilities of bank advertising. 


The Royal Baking 
Powder name _ was 


The Cudahy Packin 
has used Old 


utch 


adopted in 1869. 
Magazine advertising 
began in the eighties 
and has been contin- 
uous since. Over 
$1,000,000 has been 
spent for periodical 


Cleanser as a trademark 

for 18 years with maga- 

zine advertising gradual- 

ly increasing until it is 

now more than $500,000 
a year. 


space in the past 5 
years. 


Libby, McNeil & Libby consistently spend 

about $250,000 a year in magazine advertis- 

ing to sell products under this brand. They 

have been advertising in magazines for up- 
ward of 20 years. 


The Southern Cotton Oil 
Co., incorporated 1887, 
has spent $1,800,000 in 
Magazine advertising in 
the past 5 years for its 
two chief products, Wes 
son Oil and Snowdrift. 
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There are probably thousands of com- 
munities in the United States in which banks, 
if they went after business with something 
resembling the methods of the merchandise 
man, might possibly reap a great harvest of 
additional business from fields now lying 
dormant. 


The Bell symbol has been used 

for 35 years, and in the last 10 

years the company has spent 

more than $1,000,000 in maga- 
zine advertising. 


Making 


& Gamble adopted 
“Ivory Soap” in 1879 and 
“Crisco” in 1909. The com- 
pany advertised its first branded 
goods in the eighties. It is one 
of the four magazine advertisers 
to spend yearly over $1,000,000 
for space. 


Procter 


The Corn Products Refining Co. was incorpor- 

ated 17 years ago. In the last 5 years it has 

spent $1,300,000 in magazines to popularize its 
leading products. 
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Opportunities for Diversified 


Banking 


By H. B. CRADDICK 


Minneapolis, Minnesota 


To What Extent May the Banker in the Smaller Cities and Towns 
Broaden His Plane of Activity and Increase His Income? Auxil- 
iary Services Which Banks are Rendering. Important as Means 
of Bringing the Community into Closer Touch with the Bank. 


IVERSIFIED banking in smaller 

towns and cities like diversified 

farming offers opportunities for 

increasing bank business and bank 
profits. 

At a time when constructive bankers in 
agricultural sections are urging upon their 
farmer patrons the need of diversification 
as a means of stabilizing and increasing the 
farmers’ income, it is pertinent to inquire 
to what extent it may be practical for the 
banker, himself, to practice diversification. 

In banking, as in other businesses, profit 
waits upon efficiency and efficiency implies 
not only the economic handling of routine 
details but the employment of capital or 
organization or equipment in such a way 
as to attain the greatest possible productive- 
ness. 

Increasing the number of sources of in- 
come is as sound and logical a policy for 
the banker as for the farmer or the manu- 
facturer, especially in these times when 
not a few small banks have found the going 
distressingly rough. To just what accessory 
services can the average small town banker 
turn to increase his income? 


The Savings Department 


) ie passing it may be remarked that a sur- 
prisingly large number of country banks 


are without savings departments. Prob- 
ably this can be largely accounted for in 
strictly farming communities, more particu- 
larly those given over largely to one-crop 
farming, by the fact that a very small por- 
tion of the community income is distributed 
through the year, leading the banker to be- 
lieve that he could not depend on a large 
enough volume of small regular savings 
deposits to justify the cost of installing and 
conducting a savings department. 

Nevertheless, country bankers are finding 
such a department profitable. A savings de- 
partment can thrive and develop into a profi- 
table feature of a bank’s service in about 
the same measure and ratio that diversified 
farming becomes profitable as the movement 
develops in a community. 

It might be well for bankers who have 
not included this strictly banking feature 
among their services to consider the possi- 
bility of gathering in savings deposits which 
might not otherwise find their way into the 
bank, but which in the aggregate are well 
worth cultivating. 

As an example, consider the case of a 


Wisconsin bank, located in a city of 2100 
population, in a highly developed dairy sec- 
tion and which was able to increase its sav- 
ings deposits to the extent of $50,000 during 
1923. 


Safe Deposit Boxes 


HERE is nothing new in the idea of a 

bank offering safe deposit box equipment 
as a part of its service to the public. Most 
banks, even in the small towns, have some 
sort of safe deposit facilities. But this de- 
partment is not always given its proper place 
as a source of profit. 

In some cases boxes are furnished free 
of charge to selected customers; in others 
boxes are rented at so low a cost that a 
profit is scarcely possible. It may be ques- 
tioned whether the good-will, which is theo- 
retically won by this policy of furnishing 
boxes at or below cost, is sufficient to justify 
the policy. 

There is a saying common in business cir- 
cles that, “That which costs nothing is val- 
ued the same.” In other words, a bank 
patron places little value or importance upon 
the service for which he pays nothing. 

If the bank gives value received in each 
of the services it renders to the patron, it 
should render a reasonable charge for such 
service and it should not be necessary to 
turn a legitimate source of profit into a 
species of premium or inducement to prospec- 
tive customers. 

Outside of these more common banking 
functions, however, there lie numerous pos- 
sibilities in the way of supplementary ser- 
vices which can appropriately and profitably 
be added to the bank’s list. 


Investments 


ITHIN the iast few years there has 
come about a decided broadening of 
the market for bonds and other conservative 
investments. The extensive advertising 
placed behind the Liberty Loan drives has 
often been cited as a leading reason for this. 
It is also true that the increased attention 
given by banks to the sale of investments 
has familiarized the man of moderate means 
with this subject and aroused his interest in 
a form of thrift to which he had formerly 
given little or no attention. 
The experience of banks which have, 
through their advertising, offered invest- 
ments to their patrons has proved unfounded 
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the fear that this would result in diminish- 
ing the bank’s deposits. Apparently the 
average man is not inclined to keep his 
bank account growing indefinitely. When it 
reaches a certain point he is disposed to 
withdraw part of his-money for one purpose 
or another. It is right at this point that the 
bank depositor so often becomes easy prey 
for some outside individual or concern offer- 
ing investments of questionable character 
and soundness. If the banker lets it be 
known to his depositors that he is ready and 
willing to assist in finding safe and produc- 
tive investments for his customers, it not 
only makes a legitimate profit on the trans- 
action but also, by turning the customer’s 
attention to the possibilities of increasing 
his income, helps to develop a confirmed 
saver and loyal customer. 

There is ample justification for the asser- 
tion that such a customer is likely to re- 
turn with renewed vigor to the building of 
his bank balance and to become, in addi- 
tion, an enthusiastic patron of the invest- 
ment. 

At the present time investment depart- 
ments are confined largely to banks in towns 
of considerable size, but it cannot be doubted 
that there is a tremendous potential market 
for investments in smaller towns and rural 
districts. Apart from the profit which the 
bank might realize through the handling of 
investments, the ravages of fake stock sales- 
men are sufficient justificaticn for banks to 
engage in a campaign of education and to 
encourage the investment of savings in legiti- 
mate places. 

Naturally, no bank can afford to gamble 
with securities of even a mildly speculative 
nature. But there is ample opportunity in 
the handling of Government, state, munici- 
pal and the better class of public utility 
and industrial bonds, and frequently farm 
and other first mortgages can profitably be 
offered to local investors. 

Some banks in smaller towns and cities 
are successfully disposing of local bond is- 
sues on the partial payment plan, accepting 
a first payment of as low as 10 per cent 
and distributing the remainder over a number 
of monthly installments. 


Insurance 


HILE it is possible that over-emphasis 
on insurance solicitation by the banker 
might give rise to an uneasy feeling in the 
community that the bank’s primary business 
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February, 1924 


Harris & Ewing 


Major G. B. Winston, who suc- 
ceeded S. P. Gilbert, Jr., as Under- 
Secretary of .the Treasury 


was being relegated to a side line, insurance 
and banking have enough in common so that 
a bank can maintain an insurance agency 
without overstepping the bounds of pro- 
priety. A large number of the small banks, 
particularly in the Middle West and North- 
west are deriving a considerable part of 
their income from this source. 

Insurance policies can be written to cover 
almost any hazard from death to inclement 
weather for some particular holiday occa- 
sion. Aside from the various forms of life 
policies and the usual fire insurance policies, 
other remunerative forms of insurance are 
automobile, fire and theft, liability, property 
damage, health and accident, employee, bur- 
vlary, plate glass and even the policy cover- 
ing the particular hazards of golf. 

Still another form of insurance which, 
while seasonal, is one of the easiest forms 
to sell, and when placed in a reliable com- 
pany gives valuable protection to farmers, 
is insurance against crop damage from hail. 
In the spring season a bank can profitably 
devote considerable of its time and efforts 
to securing this particular class of business. 

Statistics show that people will buy insur- 
ance even when business is comparatively 
dull. In fact, the large companies have 
shown a consistent and decided increase in 
outstanding insurance during the unsettled 
times of the past few years. This indicates 
that the market for insurance is dependable 
and consequently worth reaching. 

In most cases, life and fire insurance of- 
fer a particularly promising field for the 
bank. The peculiarly intimate nature of 
a bank’s relations with its customers enables 
it to render a more intelligent advisory ser- 
vice than most insurance agents are in a 
position to render. A sincere banker can 


do his customers the distinct favor of assist- 
ing them to select the proper insurance pol- 
icies and by acting as agent; he can both 
increase his immediate income and help give 
to his customers the sort of protection that 
will make them better credit risks. 
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Foreign Exchange 


BANK in New Mexico, far removed 

from the Eastern Seaboard, does a re- 
munerative business each year in the sale 
of steamship tickets and foreign exchange. 
Through its connections the bank is able to 
complete all details of the travel from that 
city to European points and thereby render 
a distinct service to the particular class of 
Latin Americans who make up a considerable 
portion of the city’s population. 

In a Northern Minnesota city having in 
its population a considerable percentage of 
people from various European countries, a 
bank has its foreign exchange department 
entirely separate and distinct from its other 
bank departments, and the profits each month 
on this feature of the bank’s business add 
materially to the Undivided Profit account. 

The extent of the possibilities offered by 
the selling of foreign exchange depends to 
a large extent upon the nature of the com- 
munity. However, comparatively recent im- 
migrants and those with family ties in the 
old country constitute so large a proportion 
of the population of many sections that their 
business alone will usually be sufficient to 
reward attention, even if there is little or 
nothing in the community in the way of 
direct commercial transactions with foreign 
countries. 

The issuing of foreign exchange has a 
good-will-building value in that-it leads peo- 
ple to the bank for a service which might 
otherwise cause them considerable inconven- 
ience. In the case of immigrants who are 
more or less clannish and have not learned 
to think of themselves as a real part of 
America, the bank which acts as a link be- 
tween themselves and the homeland may 
easily win lasting loyalty and confidence. 


Service for Travelers 


side lines as the selling of steamship 
tickets and traveler’s checks do not ma- 
terially increase the bank’s overhead and 


Underwood & Underwood 


Edward N. Hurley, nominated by 
President Coolidge to vacancy on Debt 
Funding Commission 


Harris & Ewing 


Lewis J. Pettijohn, named by Presi- 
dent Coolidge as a Federal Farm Loan 
Board Commissioner 


may develop into important sources of profit. 
Most banks handle traveler’s checks, but the 
possible field for these checks is so exten- 
sive that their use can be materially increased 
if the banker is on the alert. In selling 
steamship tickets, too, there is an oppor- 
tunity of relieving the customer of annoy- 
ances and travel inconveniences, thereby gain- 
ing a larger measure of appreciation and 
good-will. 


Building for the Future 


REQUENTLY the bank in the smaller 

city or town can build good-will and 
ultimately increase its profits by rendering 
services for which no charge is necessary. 
Banks which have pushed their bank-by- 
mail service, for instance, have been able 
to reach and hold the accounts of people who, 
without this service, might have been only 
casual customers. 

Like a general store, it is of great im- 
portance to remember that as the bank in- 
creases the number of its services, there is a 
certain psychological effect upon the average 
customer. Gradually he will come to think 
of the bank as he thinks of the general 
store—as a place where a large number of 
his banking and business needs can be satis- 
factorily cared for. Such an attitude is high- 
ly desirable from the banker’s point of view. 

In this connection it is well to re-emphasize 
the fact that the banker’s constant aim should 
be to develop as many 100 per cent bank 
customers as possible. Any officer or em- 
ployee should be always on the alert to 
suggest to present customers additional ways 
in which the bank can serve them. 

The whole matter simmers down to this: 
That as the bank extends its services it is 
drawn into closer and more intimate con- 
tact with an increasing number of people. 
Friendship and understanding are strength- 
ened as greater intimacy develops, and con- 
sequently larger profits accrue, not from 
the new supplementary services alone, but 
from the closer relatioaship. 
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The Condition of Business 


Increased Activity During January in Some Lines. Automobile 
Producers Plan 5,000,000 Cars in 1924. Building Shortage Still 
Present. Improvement in the Shipping Industry. Security Prices 
Unusually Sharp Decline in Reserve Bank Credit. 


Advance. 


EARLY all available statistics of 
industry and trade are in fair 
agreement that the decline in 
business activity which began in 
May and was temporarily interrupted in 
October was resumed in November and 
continued through December. Production 
in many basic industries showed more than 
the usual seasonal decline, which is to be 
expected in December because of curtail- 
ment for holidays and inventory taking, and 
the Federal Reserve Board’s index of pro- 
duction, which allows for seasonal changes, 
declined from 116 to 111. (1919 average 
equals 100 per cent.) Prices at wholesale 
receded further, and factory employment 
continued to decline. The volume of whole- 
sale trade showed more than the usual sea- 
sonal decline and was at about the same 
level as a year ago. Although December 
retail trade was good in typically holiday 
merchandise, it was less satisfactory in sta- 
ple lines, and on the whole did not show 
as large an increase over November as in 
past years. One of the features of the 
banking situation in January was the un- 
usually large amount of currency released 
from circulation and returned to the banks, 
being no longer needed in current trade 
when extra holiday demands were past. 

In January, however, there were indica- 
tions that some lines of industry were op- 
erating much more actively than in Decem- 
ber, and while reports from other lines 
showed no marked improvement, indications 
of reduced activity were few. 


Iron and Steel 


ONTINUING the movement which be- 

gan in May, production of steel ingots 
declined in December an additional 8 per 
cent. and the total output was the smallest 
since the autumn of 1922. On the other 
hand, a turning point seemed to have been 
reached in the trend of pig iron produc- 
tion which had declined 8 per cent. in No- 
vember and 25 per cent. since May. Based 
on the experience of other years a decline 
of about 2 per cent. was to have been ex- 
pected in December, but instead there was 
actually a slight increase in output. Again, 
the number of active blast furnaces in- 
creased in December for the first time since 
last May, and the volume of unfilled orders 
on the books of the United States Steel 
Corporation increased for the first time 
since last March. 

In the early part of January buying of 
steel increased to such an extent as to war- 
rant an increase in mill operations to about 
the level which prevailed early in December. 
Larger demand for structural steel was an 
important part of the total, although since 
an unusually large proportion of recent con- 
struction has been residential, the demand 


for structural steel is probably somewhat less 
than if other types of buildings were in- 
volved. Railroad inquiries were good for 
bridge and track material, but the demand 
for rolling stock appeared to be somewhat 
smaller than in the early part of 1923. This 
is not surprising, however, in view of the 
fact that the roads were able to move a rec- 
ord-breaking volume of traffic last year with- 
out difficulty and had, in fact, an actual 
surplus of equipment. Larger sales of steel 
bars were reported at Chicago in the third 
week of January than at any time since last 
May, due in part to larger demands from 
automobile and farm implement manufac- 
turers. 


Automobiles 


RODUCTION of automobiles continued 

to show a seasonal decline in December, 
but was nevertheless about 50 per cent. larger 
than might have been expected on the basis 
of the experience of the past twelve or fif- 
teen years. Total output for the year 
amounted to more than 4,000,000 cars and 
trucks and was one-half larger than in 1922, 
the year of largest previous production. 
Manufacturing schedules for 1924, which 
have already been made public, contemplate 
an output of more than 5,000,000 machines, 
and the increase in sales of cars reported 
at the New York and other automobile 
shows has been considered by producers as 
evidence justifying their plans for increased 
production. Indications of larger output 
during January were seen in the heavy de- 
mand for steel bars and an increase in em- 
ployment in automobile factories at Detroit 
to a level higher than in May of last year, 
which marked tke previous high point. 

Some students of the industry, however, 
are of the opinion that such a high rate 
of production cannot be maintained. They 
base their conclusion on the ground that 
the country is rapidly approaching a satura- 
tion point, where everybody who can pos- 
sibly afford an automobile will own one. 
A recent bulletin of the Cleveland Trust 
‘Company points out that, despite the great 
selling appeal made by closed bodies, four- 
wheel brakes, balloon tires and other re- 
cent improvements in automobile design 
and construction, it seems probable that 
the controlling factor in determining the 
number of new machines that can be sold 
this year will be the purchasing power of 
the industrial workers, who are the buyers 
of a large part of the lower-priced new 
machines and a great proportion of the used 
ones that must be traded in to make possible 
the sales on new medium-priced cars. From 
1915 to 1921 the output of cars fluctuated in 
about the same general way as earnings, 
but beginning in 1922 the output of cars 
increased at a much greater rate than 
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earnings. In fact, while real earnings in 
1923 averaged from 20 to 25 per cent. higher 
than in 1919, production of passenger cars 
was about 125 per cent. larger. In recent 
months the trend of earnings has probably 
been slightly downward, for wages have 
been fairly stable, while the cost of living 
has risen and the volume of employment 
has declined slightly. These considerations 
suggest that while automobile sales this year 
will probably be large, they may fall short 
of manufacturers’ hopes. 


Building 


the value of building con- 
tracts awarded in twenty-seven north- 
eastern states, as reported by the F. W. 
Dodge Corporation, declined 16 per cent. in 
December, it was 25 per cent. larger than 
in December, 1922. For the entire year con- 
tract awards in these states amounted to 
$3,500,000,000, or about 5 per cent. more 
than in 1922, but building costs averaged 
nearly 12 per cent. higher in 1923, accord- 
ing to an index prepared by the Federal 
Reserve Bank of New York, so that the 
actual volume of building represented by the 
contracts awarded was probably slightly 
smaller than in 1922. 

During the years from 1917 through 
the early part of 1921, building construc- 
tion was considerably less than the esti- 
mated amount required for business and for 
the comfortable housing of the population. 
A computation by the Reserve bank of New 
York places the accrued shortage in 158 
cities for which figures were available at 
approximately two billion dollars’ worth of 
construction at 1913 prices. The heavy build- 
ing of the past two years has probably re- 
duced this shortage by about one-third, and 
although various expedients may be used 
to decrease somewhat the immediate pres- 
sure for new construction, it appears that 
a considerable shortage still exists. Accep- 
tance by most of the building trades in New 
York City of a two-years’ agreement with 
wage increases of $1 to $1.50 a day suggests 
that so far as building wages are involved 
the cost of construction may remain fairly 
stable in the near future and the amount of 
new construction continue large. 


Cotton Consumption 


. was a sharp curtailment in the 
manufacture of cotton goods during De- 
cember, as indicated by a decline of 70,- 
000 bales, or 13 per cent. in the number 
of bales consumed by domestic mills. Con- 
sumption of 461,560 bales was the small- 
est in any month since July, 1922. This 
curtailment probably reflected a disinclina- 
tion on the part of mill owners to increase 
(Continued on page 523) 
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At the End of Fortune’s Rainbow 


By HORACE J. DONNELLY 


Assistant Solicitor, U.S Post Office Department 


Ingenious Crooks Take Billion Dollar Tribute Annually in 
Mail Frauds—How Uncle Sam Puts a Crimp in Their Wily 
Swindles. Western Oil Promoters Devise Unique Schemes 
to Enlarge Ranks of Gullible Prospective Petroleum Kings. 


T is not extravagant to say that a mil- 
lion gullible Americans yearly lose 
their money and property in mail fraud 
schemes and that a billion dollars an- 

nually is the tribute taken by the ingenious 
crooks.: 

These impressive figures indicate that 
bankers should be thoroughly awakened to 
this situation, for banking institutions, 
around which our entire financial structure 
is built, are most seriously affected by the 
operations of swindlers through the mails. 
Banks lose when individuals who fall victims 
to the unscrupulous gentry are induced to 
withdraw their deposits for the purpose of 
sinking them in some fraudulent enterprise. 
They lose when prospective depositors part 
with their cash in the same manner instead 
of opening bank accounts or otherwise in- 
vesting with banking institutions. Houses 
handling securities suffer a further loss of 
business when those whose purpose it is to 
invest in securities hand over their money 
to fakers for the fraudulent kind. 

There should be some effective way of 
diverting this money into legitimate business, 
through banking institutions or otherwise, 
where it would be made to produce and 
thereby benefit everybody down the line ex- 
cept the non-producing crook who now gets 
it. 

The Post Office Department is doing 
everything it can to keep this money out 
of the hands of the latter, and good results 
are being accomplished. But there is much 
room for educational work on the part of 
those not connected with the Government, 
including bankers themselves. Such work 
should not be spared. At present various 
methods are being employed to combat fake 
investments. Some of the magazines, jour- 
nals and newspapers are conducting effective 
publicity campaigns. The National Vigi- 
lance Committee of the Associated Adver- 
tising Clubs of the World with its affiliated 
Better Business Bureaus throughout the 
country is actively engaged in endeavoring 
to prevent losses to the public by means of 
the “Before You Invest—Investigate” cam- 
paign. Banks in many cities have adopted 
this or a similar slogan and are giving wide 
publicity to this timely warning. 

It is amazing that so many people in this 
enlightened age are willing to be duped, but 
in connection with investment ventures their 
desire to get something for nothing, or a lot 
for a little, seems almost to overcome all 
efforts to protect them. In many cases so 
strong a hold has the crook on his victim 
that we are severely condemned by the vic- 
tim for putting the swindler out of business, 
the dupe still believing that the false prom- 


ises of riches will be fulfilled. On the other 
hand, in presiding over fraud order hearings 
I have heard the most pitiful tales about 
how those who could least afford it have 
withdrawn their money from the bank, mort- 
gaged their homes, parted with their Liberty 
bonds, in fact raised every dollar they could 
only to be robbed of their savings of a life- 
time by one of these smooth-tongued tricks- 
ters. They plead with the Government to do 
something to help them. 


New Orders Campaign 


HEN Mr. Harry S. New became the 

head of the Post Office Department 
about a year ago he was quick to see what 
a menace to decent society and sound busi- 
ness these vultures are, and the most vigor- 
ous Campaign against mail frauds in the his- 
tory of the Department was. started, the 
drive being aimed particularly at oil stock 
promoters who then seemed to be running 
wild in several of the states. The result 
has been that in less than a year of his ad- 
ministration fraud orders have already 
been issued against the names of 307 per- 
sons and concerns, of which number 201 
were against oil stock promotion operators. 
Hundreds of other oil promoters, as a re- 
sult of this campaign, abandoned operations 
before they could be reached with fraud 
orders. 

In addition to these fraud orders the De- 
partment has over 400 criminal cases against 
oil promoters at Fort Worth, Tex., alone. 
Already more than 200 have been brought 
to trial and convicted, the Department of 
Justice fully cooperating and working hand 
in hand with the Post Office Department in 
the criminal prosecution. The notorious Dr. 
Cook, of Polar fame, among others, has 
been sentenced to the penitentiary for 14 
years and 9 months. 

The Postmaster General has stood solidly 
behind everyone connected with the work, 
enforcing the law without fear or favor. I 
quote him as saying that he would not be 
satisfied until the public was comparatively 
safe from mail fraud schemes. 

The force of post office inspectors was 
increased in number to 535, and from this 
highly intelligent body of investigators flying 
squads, composed of experts in the art of 
detecting fraud, were mobilized to follow 
these promoters from field to field and re- 
port their activities to the Solicitor for the 
Post Office Department at Washington for 
the consideration of fraud order proceedings 
and to the United States attorneys at dif- 
ferent points throughout the country for 
criminal prosecution. 
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The Department of Justice assigned addi- 
tional judges and prosecuting attorneys to 
the infested localities. 


What the Fraud Order Is 


UST a word at this point about what a 

fraud order is. 

After the post office inspectors gather the 
evidence it is examined by trained attorneys 
in the Solicitor’s office and if a prima facie 
case of fraud is disclosed the promoter is 
cited to appear before the Solicitor and show 
cause why a fraud order should not issue. 
After a full and fair hearing of both sides 
of the case, the Solicitor decides whether 
the evidence justifies the issuance of a fraud 
order. 

By such order the postmaster is directed 
to stamp as fraudulent and return to senders 
all mail received at his office addressed to 
the parties named therein, thus cutting off 
all remittances and automatically putting the 
promoter out of business. 

No more drastic and effective action could 
be taken. The crook fears it more than any 
other, even more than criminal prosecution, 
because he wants to continue receiving reve- 
nue. I recall the case of a shrewd promoter 
who after being sent to prison took the 
warden into partnership with him and re- 
sumed operations from that institution. 

Practically every line of activity is sought 
to be operated fraudulently through the 
mails by some, and it would be an endless 
task for me to undertake to enumerate the 
classes of enterprises we encounter. They 
run from the simple catch-penny sales 
schemes to gigantic investment swindles of 
different kinds involving millions of dollars 
each. 


Something for Nothing ! 


(ye day we will be issuing a fraud order 
against some petty faker who offers to 
ladies for advertising purposes ten yards of 
beautiful silk for making shirt waists and 
other fancy things at the low price of ten 
cents but who fills the order with ten yards 
of silk thread, and the next day we will 
have up for consideration an extensive col- 
onization scheme by which fertile tracts of 
land in some wonderful agricultural region 
are offered at large figures to prospective 
settlers who, after parting with their hard- 
earned thousands and journeying to their far 
distant Garden of Eden, find it at the bottom 
of some lake not drained or on the top of 
some high mountain white with rugged 
rocks of flint or green with trees of scrubby 
pine, or in the middle of some cactus-covered 
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desert; and the following day a huge stock 
promotion or “blind pool” scheme in which 
a thousand per cent return on your money in 
a short time is guaranteed. 

I mentioned the silk selling scheme to 
catch the women. The male sex is not over- 
looked. 

The tired business man finds among his 
mail a very personal and confidential com- 
munication from someone in Canada written 
on an elaborate letterhead resembling that 
used by liquor houses in the olden days con- 
taining the important information that for 
the special introductory price of $18 the 
writer will guarantee safe delivery to your 
address anywhere in the United States “in 
plain sealed original package, nothing added 
or taken away, 100 per cent. pure, twelve full 
quarts of Pure Canadian Rye, the Beverage 
of our Grandfathers.” When the thirsty 
gentleman receives his package from the ex- 
pressman and eagerly breaks the seal he 
finds neatly nestled therein twelve full quarts 
of roasted rye grain, the original product of 
the Canadian soil, suitable as a substitute for 
coffee. Our farmers would not kick about 
prices if they could sell a few bushels at 
that figure. 

Down the list we find the medicine man 
with his absolute cure for every human ail- 
ment. His is a wide field in which to op- 
erate. Anyone so thoughtless as to read his 
advertisements, cunningly designed to create 
that feeling, can right at that moment be- 
come a sufferer from at least one of the 
terrible diseases the symptoms of which are 
so vividly portrayed, and order the nostrums 
forthwith you must. 


Those Magic Tonics 


RECALL the case of one illiterate quack 

who claimed that with his new discovery 
he could cure cancer, tuberculosis, leprosy, 
curvature of the spine, in fact every disease 
to which humanity is heir, in addition to 
growing new eyes and restoring sight to the 
blind. His concoction was found to consist 
of olive oil, alcohol, and water mixed with 
flavoring oils, each flavor making a different 
remedy. According to his testimony the 
Lord had instructed him how to compound 
his medicines. A fraud order stopped the 
flow of around $300,000 a year to this im- 
postor, and I don’t think many lives have 
been lost on account of it. 

The loss of the money parted with is bad 
enough in these medical schemes, but the 
most harm is done in the case of a real suf- 
ferer from some serious disease, delay in 
proper treatment of which results fatally. 

These mail swindlers are a most accom- 
modating set, nothing being too difficult for 
them. 

Up in Maine a veterinary surgeon adver- 
tised beautiful Angora cats furnished in any 
color. Upon the receipt of orders he would 
dye ordinary long-haired, bushy-tailed Maine 
coon cats to correspond to the color desired. 
He also sold guinea fowls as young peacocks. 

Down in Tennessee the seller of fine pedi- 
greed hunting dogs made pedigrees to order, 
the same dog having as many different fath- 
ers and mothers as the number of times he 
happened to be returned and resold to an- 
other. To each purchaser he had new ances- 
tors. 

A learned gentleman in the East operating 
as a university with a high-sounding name 
could make you over night an M.D., an 


STATEMENT OF CONDITION 
At the close of business, December 31st, 1923 


Loans and Discounts 

U. S. Bonds and Certificates 
Other Bonds and Investments 
Banking House 


$ 92,062,663.68 
18,595,112.50 
6,973,862 82 


Customers’ Liability Account of Acceptances. 
Cash, due from Banks and U. S. Treasurer 


Interest earned 


Reserved; Taxes, etc. .........-- 


Unearned Interest 
Circulation 
Acceptances 
Due to Federal Reserve Bank 
Other Liabilities 
Deposits, viz. : 

Individuals 


$4,500, 
13,500,000.00 
3,171,832.59 


624,298.50 $21,796,131.09 


622,454.25 
344,197.50 
8,672,517.41 
3,000,000.00 
1,662,530.19 


95,321,862.84 
33,842,686.33 


351,000.00 129,515,549.17 


$165,613,379.61 


CHEMICAL BANK CENTENNIAL 
1oo YEARS OLD—100% MODERN 


Seeking New Business on Our Record 


THE 


GHEMICAL 


NATIONAL 


BANK 


OF NEW YORK 


Founded 1824 
BROADWAY AND CHAMBERS, FACING CITY HALL 


LL.B., or award you any other degree for 
a stipulated fee. 

In a western city degrees in a new brand 
of Masonry were offered for sale. 


The Oil Game 


the most amazing fraudulent 
operations unearthed during the past year 
were conducted by the oil stock promoters in 
the fertile territory of Texas, Arkansas, 
Oklahoma and Louisiana. 


A horde of these gentlemen established 
themselves at different places, principally 
Forth Worth, Tex. At this point alone it is 
believed 500 men have been engaged in the 
oil promotion business and that within the 
last eighteen months or two years they have 
taken from the public in excess of $100,000,- 
000. In the neighborhood of 10,000 persons 
in that city were depending upon them for a 
livelihood. 

To persons all over the country these 
promoters mailed out car loads of the high- 
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Among building stones, as among precious stones, 
there are those upon which the true craftsman delights 


_A lapidary cuts all manner of jewels, but for a 
diamond he reserves his full craftsmanship. A diamond 


In stereotomy, the true craftsman works on granite, 
for in no other stone can he so well express his per- 


Lesser stones are to granite as water color to oil. 
The painter in oil thinks of posterity. 
The carver of granite builds forever. 


For those of you who would be interested to know 
more about Granite we have a booklet of unusual 


May we send you a copy? 


National Building Granite Quarries Association. Inc. 


31 State Street, Boston, Mass. 


est powered stock-selling literature imagin- 
able. A large number of what purported to 
be legitimate newspapers or oil journals were 
established for the sole purpose of boosting 
these fake oil stocks. The oil promoter 
usually operated as a common law trust by 
which he was sole trustee with carte blanche 
authority to issue stock at any time, in any 
amount, and to sell it at any price he saw fit, 
and to do what he pleased with the money. 
Many of the different promoters used the 
same “sucker-lists,” those on such lists being 
the easiest prey; but to avoid cut-throat com- 
petition the promoters were obliging to one 


another and each generally used a different 
method of attack. 


Another Cook Discovery 


OR instance Dr. Frederick A. Cook, with 

his Petroleum Producers Association, 
adopted a so-called merger plan by which 
he would obtain the lists of stockholders of 
other oil concerns, usually dead or dying, but 
sometimes going companies and procured 
without authority. He would tell such 
stockholders that their concern had been 
merged with his strong and successful com- 


ny and give them the opportunity of trad- 
ing in their old stock for shares in his con- 
cern, provided they would at the same time 
purchase for real money a certain number 
of additional shares of his stock. 

Dr. Cook disposed of around two million 
shares of his stock before a fraud order re- 
lieved him of the heavy strain of counting 
the other fellow’s money at the end of each 
day at Forth Worth, Tex. 

A fellow named Harris adopted the name 
Frederick L. Haskins so that people would 
believe that he was the well known syndicate 
writer Frederick J. Haskin, and the specialty 
of this crusader was to expose and severely 
condemn the crooked oil stock promoters 
through his information bureau and his dif- 
ferent publications. He was altruistic to the 
extreme, frankly admitting that there were 
only a few oil stocks he could recommend. 
Investigation disclosed that he was to receive 
a generous share of the proceeds of the 
recommended stocks. A fraud order cut off 
subscriptions to his several royalty and acre 
clubs and also his different publications as 
well as payments for his oil stock. 

He pleaded guilty to the indictment 
against him and was sentenced to prison. 

At Marble Falls, Tex., Dr. J. R. Yett de- 
cided to trade upon his reputation as the 
cashier of the First National Bank of that 
place in the promotion of a stock-selling 
scheme. On the letterheads of the bank, and 
using the latter as his address, he sent out 
communications over his signature saying 
that he had been the cashier of this old re- 
liable bank for fifteen years; that he was a 
conservative business man and banker, and 
was slow to advise anyone to invest unless 
he felt that their investment would turn out 
profitably. He unfolded an absolutely safe 
plan for making some quick money for in- 
vestors at a profit of 10 for 1 in sixty days, 
“oil or no oil,” with much larger profits to 
follow, by participating in a game to sell 
worthless stock to the other fellow. Each 
of the 100,000 persons to whom he wrote 
was led to believe that he had been specially 
selected by reason of his standing in his 
community to be permitted to come in on the 
groundfloor of this pre-organization plan 
and thus share in the big organization profits 
to be derived from the sale of stock belong- 
ing to the ground floor syndicate. He was 
told that he was not “buying stock” but was 
helping to organize his own company which 
was going to “sell stock” to the other fellow. 
At one time Yett sent a fake telegram by 
special delivery mail to 90,000 persons 
throughout the country containing a hurry- 
up call designed to secure from the ad- 
dressee at least $25. Around $125,000 was 
taken in during the three weeks in which 
the scheme was operated before it was 
stopped by fraud order proceedings. Asso- 
ciated with Yett was one Porter E. Glenn, a 
professional oil promoter. Indictments fol- 
lowed. 


General Lee 


WO professional promoters named 

Schwarz and Sherwin met an old man 
named Robert A. Lee, who was without a 
job and needed money. Being struck with 
the similarity of the name of this man to 
that of the famous Confederate General, 
they conceived the idea of promoting some 
oil scheme under his name. They made him 
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a “General,” paid him -a: little money and 
thereafter operated under such titles as Gen- 
eral Robert A. Lee, and the General Lee 
Development Interests, in the sale of worth- 
less oil stocks. A> fraud order put this 
scheme out of business and Messrs. Schwarz 
and Sherwin were each sentenced to prison 
for ten years and fined $15,000. 

Jimmie Cox, operating under his own 
name, and several other high-sounding titles, 
at El Dorado, Ark., and other points, in dis- 
posing of fake stock relied on getting busi- 
ness from an element which would be at- 
tracted by literature picturesque for its slang 
and profanity. A fraud order and an in- 
dictment resulted. 

Another young man with a good Catholic 
name, but who said he was not of that faith, 
picked out Catholic priests for his victims. 

Many use as their bait the old story that 
they have paid large dividends. Here is a 
typical case of how they do it: Four men 
organized an oil concern and falsely adver- 
tised that it owned many acres of oil leases 
in Arkansas. Ten days after organization 
they received ten remittances totaling $390. 
They immediately made up a sum among 
themselves and paid a 1000 per cent. dividend 
on the $390 to the first ten investors before 
a penny had been earned. They promptly 
advertised that the company was a very suc- 
cessful going oil concern and had paid 1000 
per cent. dividends in a short time, and by 
this means sold within two months’ time in 
excess of $100,000 worth of stock. 

A former clerk quit his job and opened 
up an oil office. He purchased eighty acres 
of land, cut it into lots 20 x 20 ft. and sold 
them throughout the United States on the 
representation that he would drill an oil well 
on the tract. The land cost him $3,000 and 
he sold it for around $100,000. The drilling 
cost $5,000 and his profit was over $90,000. 
This same man was later convicted on the 
charge of fraud in connection with the sale 
of lands in the Rio Grande Valley. After 
conviction he again went into the oil busi- 
ness and his companies have sold in the 
neighborhood of $8,000,000 worth of stock, 
but their assets at this time will not exceed 
$1,000,000. 


Crooks as Guardian Angels 


UST recently there have sprung up many 

stockholders’ protective associations, who 
for small fees claim they will look after 
the interests of stockholders in oil companies 
wherein the promoters have been proceeded 
against by the Government, but who fail 
to render any valuable service. 

These are just a few means employed by 
the promoters for getting money from their 
victims. 

After securing it they find some plausible 
way of getting it into their own pockets, 
one favorite trick being to buy worthless 
oil leases at low prices in their own right 
and sell them to the concerns of which they 
are the trustees at high figures. 

Investigations have disclosed that the 
broker also plays a considerable part in 
this drama. In many instances oil stock 
promoters organized within their own ranks 
brokerage concerns for the purpose of ex- 
ploiting the stock of their own company 
under the guise of legitimate brokerage 
houses. 

Some of the unscrupulous brokers profited 


heaven 


for good forgetters” 


‘oT F WE were not able, daily, to 
forget great masses of details, 


our minds would be so cluttered 
by facts as to be useless for con- 


structive thinking. 


“The acid test of an educated 
man is not ‘Does he know?’ but 
‘Does he know where to find 
out P’” said an eminent Doctor of 


Philosophy to his class. 


With an up-to-date file of 
RAND M&NALLY bank publica- 
tions before him, the hanker 
knows where to find out, instantly 


and accurately. 


Ranp MENALLy Bank- 
ers Directory—Blue 
Book 


Bankers Monthly 


Key to the Numerical 
System of the A.B.A. 


Bankers Equipment- 
Service Guide 


Bankers Equipment 
Bulletin 


Banking and Business 
Ethics 


Maps for Bankers 


More than fifty devoted years of 
RAND MGNALLY experience in 
this service has made it safe and 
sensible for the banker to forget. 


Ranw M&NALLY & GOMPANY 


Dept. B-27, 536 S. Clark Street, Chicago 


Official Numbering Agent, American Bankers Association 
Largest Publishers of Banking Publications in the World 


Established 1856 


as much as the oil promoter himself, both 
by blackmailing the promoter in connection 
with the quoting of his stock and by the 
sale to the public of the stocks themselves 
under false representations. 

It is believed that the campaign against 
the Fort Worth promoters will result in 
a saving to the public of a million dollars 
yearly. Many fake publications discontinued, 
tons of fraudulent literature were destroyed 
and numerous promoting offices closed. One 
concern dropped 150 stenographers in a sin- 
gle day. 

When put out of business in the southern 
fields many of the promoters shifted to 
California, but remembering their experi- 


ence with fraud orders, which kept them 
from getting their money through the mails, 
they adopted the “free bus ride and lunch” 
method, by which they get the public to 
visit a sample field, where smooth-tongued 
lecturers and successful salesmen do the rest, 
using the mails only incidentally but suffi- 
ciently to bring them within the jurisdiction 
of the criminal side of the postal fraud 
law... Post office inspectors are on the 
ground getting indictments. 


The Prize Scheme 


Bur the scheme which takes the prize 
when it comes to requiring technique, 
cleverness and inestimable ability of judging 
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National Bank of Commerce 
in New York 


Established 1839 
STATEMENT OF CONDITION, DECEMBER 31, 1923 


RESOURCES 
Loans and Discounts .$290,668,790.39 
Overdrafts, secured 
and unsecured .. 156.52 
United States Securi- 
i 22,838,434.36 
Other Bonds and Se- 
curities 
Stock of Federal Re- 
serve Bank 
Banking House 
Cash in Vault and 
due from Federal 
Reserve Bank 
Due from Banks and 
Bankers 


Exchanges for Clear- 
ing House 
Checks and 
Cash Items 
Interest Accrued .... 
Customers’ Liability 
under Acceptances. 
United States Securi- 
ties Sold under Re- 
purchase Agree- 


9,340,220.15 
1,500,000.00 
4,000,000.00 
46,326,607.41 
8,320,267.75 


136,142,921.33 


other 
2,617,458.15 
1,139,666.52 


26,955,383.38 


9,925,688.90 
$559,775,594 86 


LIABILITIES 
Capital Paid up $25,000,000.00 
Surplus 
Undivided Profits..... 


Dividends Payable 
Jan, 2, 1924 (Regu- 
lar 3% and extra 


4%) 
Dividends unpaid 


13,624,312.45 


1,750,000.00 
9,438.50 


Deposits 448,905,768.88 


Reserved for Interest, 
Taxes and other 


Purposes 4,230,834.55 


Unearned Discount.. —1,308,431.30 


Acceptances executed 


for Customers 27,973,213.74 


Acceptances sold with 
our endorsement .. 


2,047,906.54 


United States Securi- 
ties Sold under Re- 
purchase A gree- 


9,925,688.90 
$559,775,594.86 


CHAIRMAN OF THE BOARD 
JAMES S. ALEXANDER 


PRESIDENT 
STEVENSON E, WARD 


VICE-PRES!IDENTS 


J. HOWARD ARDREY 
JOSEPH A. BRODERICK 


LOUIS A. KEIDEL 
DAVID H. G. PENNY 


JOHN E. ROVENSKY 
FARIS R. RUSSELL 


SECOND VICE-PRESIDENTS 


HARRY P. BARRAND 
THOMAS W. BOWERS 
Lou!Is P. CHRISTENSON 
OSCAR L. COX 


CASHIER 
ROY H. PASSMORE 


ELMORE F HIGGINS 
ARCHIBALD F. MAXWELL 
FRANZ MEYER 


EDWARD H. RAWLS 
EVERETT E. RISLEY 
ALISON SCULLY 

HENRY C. STEVENS 


AUDITOR 
PAUL B. HOLMES 


DIRECTORS 


JAMES S. 


JOHN T. DORRANCE 
EDWARD D. DUFFIELD 


human nature is the bunco game operated 
by confidence men. In their language they 
say that “the bigger they come, the easier 
they fall.” Even bankers have fallen for 
it, one I have in mind having parted with 
$60,000 which he was required to exhibit 
at a fake “exchange” in order to collect a 
fake bet of $160,000, which he thought he 
had won on a fake horse race. It is too 
long a story to recount in detail, but some 
of the things that are involved in the play- 
ing of it are in part as follows: 

The casual meeting of the victim on the 
train to some fashionable resort and the 
suggestion of a particular hotel at which 
to stop; a confederate as hotel clerk; mo- 
tor rides and additional meetings of more 
confederates who are alleged employees of 
big men and following the races with sure 


E. DUNLAP 


A 
JOHN G. SHEDD 


VALENTINE 

HARRY B. TH 

JAMES TIMPSON” 

STEVENSON E. WARD 
THOMAS WILLIAMS 


tips to win money for them and who are re- 
luctant to pass the tips on to their friends, 
but may be persuaded; a trip to an “ex- 
change” elaborately equipped as a brokerage 
office, with full settings including a corps of 
employees and with a complete set of racing 
paraphernalia, all faked; a trip back home by 
the victim to raise the necessary cash; a local 
bank with an official who doesn’t ask ques- 
tions about the depositing of large drafts 
and immediate withdrawals in cash by 
strangers; the re-visit to the exchange with 
the cash, the betting by mistake by one of 
the confederates of the victim’s money while 


‘in the hands of the “manager” for verifica- 


tion of count as well as that alleged to have 
been previously won by him, but not yet 
paid; the finish of the fake race just a sec- 
ond before the mistake is discovered; the 


the benefit of the victim, general disorder, 
riot, cry of police and advice to the victim 
to immediately leave town and that his 
“friends” will make good the loss and meet 
him later in another city; last but not least a 
little local police protection. 

The mails are used in furtherance of 
this scheme, and since the Post Office De- 
partment launched its campaign against these 
confidence men, due to the cleverest kind 
of work on the part of a post office inspector 
twenty-eight have been arrested, and in 
preference to going to trial when called 
on the charge of fraudulent use of the mails, 
some of them have forfeited bonds amount- 
ing to $90,000. 

It is reported that at one resort in Florida 
a gang, within a period of three month, 
cleaned up $1,000,000. 


Proposed German Gold Bank 
(Continued from page 484) 


self seems small indeed. It might be used 
as the auxiliary bank of conversion with 
proper indemnification of its stockholders. 
Whatever instrumentality of conversion be 
relied upon, the process will involve the 
gradual accumulation of balances with the 
gold bank. By means of these balances the 
old notes could be retired at a fixed rate 
in gold, and the new notes could be paid out 
instead. Pending complete conversion, the 
legal tender provisions of the old notes could 
be adjusted on the new gold-note basis, but 
finally, to hasten conversion, the legal tender 
power of the old notes would have to be 
completely withdrawn. Similarly the renten- 
mark would also have to be gradually ab- 
sorbed. A substantial monopoly of the do- 
mestic field will in the end be necessary for 
the new gold-bank notes. 

From the outsider’s point of view, the 
chief activity of the new gold bank in con- 
nection with stabilization will be in the 
foreign exchange market. Here the objec- 
tive of the new bank must be to keep the 
value of its mark at a level within the 
normal gold points. To do this the new 
bank, as already indicated, will have to be 
a big factor in the foreign exchange market. 
It must be able to exert a decisive influence 
on the rates by throwing the weight of its 
dealings on one side or another, as cir- 
cumstances may necessitate. If its notes 
are to be directly redeemable in gold, it 
must accumulate adequate gold reserves, and 
such gold must be freely paid out to meet 
an export demand. A more practical alter- 
native, however, will be the accumulation 
of balances abroad—particularly in United 
States dollars and the sale of exchange in 
sufficient volume to affect the rate. 

The crux of the whole matter is thus 
the accumulation of gold reserves and the 
building up and maintenance of adequate 
foreign balances. To begin with the new 
bank may mobilize resources now available, 
but its continuous success depends absolutely 
upon the revival of German trade. 


James J. Ponsford, president, State Bank 
of Watertown, Watertown, Minn., has been 
appointed a member of the Executive Coun- 
cil of the American Bankers Associatio:, 
succeeding C. H. Draper of Wells, resigned. 
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ensuing fight between the confederates jor 


$22 

ment 
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Condition of Business 
(Continued from page 516) 


stocks of finished goods while prices of raw 
cotton continued to advance. The rapid 
rise in raw cotton prices from about 25 
cents in August to about 36 cents in De- 
cember was only partly reflected in the price 
of cotton goods, thus widening the “spread” 
which began earlier in the year. 

Curtailment of cotton consumption in De- 
cember was less marked at Southern mills 
than in New England mills, possibly due in 
part at least to the advantages which South- 
ern mills possess in labor supply and near- 
ness to raw materials and sources of power. 
For several years these factors have been 
influential in shifting the center of cotton 
manufacturing from New England to the 
cotton-growing states. The extent of this 
movement is seen in the fact that in 1900 
about 40 per cent. of the country’s total con- 
sumption of cotton was in the cotton-growing 
states, while in 1923 they consumed more 
than 60 per cent. of the total. 


Foreign Trade 


ERCHANDISE exports from _ the 

United States in 1923 amounted to 
$4,165,000,000 or $333,000,000 more than in 
1922. As imports increased nearly $680,- 
000,000 to $3,789,000,000, the net export bal- 
ance for the year was only $376,000,000, or 
the smallest since 1914, as shown in the 
following table : 


(In millions of dollars) 
Excess 
Exports 


$691 


Exports Imports 


[f allowance is made for the increase in 
average level of prices in 1923, the physical 
volume of foreign trade was somewhat larger 
than in 1922, 


Ocean Freight Rates 


NDICATIONS of an improvement in 

the shipping industry are found in the 
reorganization on a firmer basis of many 
shipping conferences and in advances in 
freight rates on the leading trade routes. 
Rates on westbound Continental shipments 
and eastbound United Kingdom shipments 
were increased an average of about 20 to 25 
per cent., while rates from North Atlantic 
ports to the east coast of South America 
were raised an average of 15 per cent. Sim- 
ilar action is under consideration affecting 
other trade routes. The present increases 
continue the upward tendency begun last 
August following two years of cut-throat 
competition which reduced the general level 
of ocean freight rates about 80 per cent. as 
compared with January, 1920. 


Prices 


HERE were further recessions during 
December in the wholesale prices of fuel 
and lighting and in building materials, but 
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“Mercantile Service" 


Banking Bond Corporation Real Estate Loan 


Safe Deposit Savings Trust 


Careful accuracy is an important factor in Mercantile Service. Banks, trust 
companies and individuals will like the prompt, practical, satisfactory way 
in which we handle their St. Louis business. Long association with St. Louis 
affairs and a thorough understanding of local conditions qualify us to handle 


Capital Surplus 
Ten Million Dollars 


-TO ST. CHARLES 


SAINT LOUIS 


cloths and clothing rose slightly, due in 
part to increases in raw cotton and wool, 
and prices of other groups of commodities 
were practically unchanged. The movement 
of basic prices during January gave no clear 
indication of the trend of business activity. 
Corn rose nearly 5 cents to above 78 cents 
at Chicago, and other grains were also 
higher, due partly to unusually light re- 
ceipts at primary markets. Lumber ad- 
vanced nearly $2 a thousand, prices of crude 
oil and petroleum products were advanced 
in many districts, and hides and lead were 
higher. On the other hand, prices of sev- 
eral other commodities closely connected with 
industry were stationary or tended down- 
ward. Pig iron prices remained at the 
levels prevailing since early December, but 


showed a slightly firmer tone toward the 
end of the month. Copper and rubber were 
somewhat lower, and cotton declined more 
than 3 cents to under 33 cents. 


Cost of Living 


awn Department of Labor’s quarterly in- 
dex showing the cost of living for a wage 
earner’s family was about 1 per cent. higher 
in December than in September, largely 
because of advances in the cost of food, 
shelter and fuel and lighting. The increase 
in living costs as compared with December, 
1922, was 2.2 per cent., all classes of expen- 
ditures having increased, except fuel and 
lighting materials, which have tended down- 
ward since the coal strike of 1922. 


523 
j 
AW 
Year 
1913) ......... $2,484 $1,793 
1914 2,114 1,789 325 
1916 5,483 2,392 3,091 
1917, ......... 6,234 2,952 3,282 
1918 3,031 3,118 
1920 8,228 5,278 2'950 
1921 4,485 2,509 1,976 
1922 3,113 719 
1923 ......... 4,165 3,789 376 : 
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hotels : in 6 weeks 


In the closing weeks of the old year six more communities, 
through Hockenbury service, saw their hotel facilities vastly 


improved. 
to be proud of! 


Durham, N. C., Long Branch, 
Pa., Greenville, S. C., 


Six hotels financed in as many weeks is a record 


N. J., Henderson, Ky., Berwick, 
and Williamson, W. Va., 


are the six. 


Ask THEM what they think of Hockenbury service! 


22 Hotels in 1923 
These six are but part of the 22 other cities wherein we 


financed new and modern hotels during 1923. 
cities were just where your town is today. 


A year ago these 
1924 will see 25 


to 50 other cities get modern hotels. 


Will Your Town Get One? 
Hockenbury hotel financing service is not restricted to cities 


of any given size, 
for YOUR town! 


Ask us to place your name on list 
HOTEL FINANCIALIST, a journal 


month a copy of THE 


Hockenbury financed hotels are in towns 
of from 5,000 to 500,000 population. 


We can get a hotel 


to receive each 


devoted to community hotel financing. 
It’s sent gratis to members of the A. B. A. 


“GheHockenbury Sjstem Incorporated 


Penn-Harris Trust Bldg., Harrisburg, Penna. 


all 


Money Conditions 


the latter part of December 
the volume of reserve bank credit in 
use showed the usual increase in response 
to holiday needs and financial settlements 
falling due on the first of January. When 
these temporary demands were past, how- 
ever, there was an unusually large release 
of currency from circulation, and member 
banks reduced their borrowings at the re- 
serve banks very sharply. As a result, the 
earning assets of the reserve banks declined 
by $360,000,000 in the four weeks follow- 
ing Christmas, or approximately $150,000,- 
000 more than during the corresponding 
period of 1923. Loans made largely for 
commercial purposes by member banks in 
principal cities continued to decline, and 
by the middle of January were about $300,- 
000,000 lower than at the height of the 
autumn demand for credit. Open market rates 
on commercial paper continued in January 


the gradual decline which began in October, 
the prevailing rate for prime paper easing 
to 434 per cent., as compared with a range 
of 434 to 5 per cent. in December. 


Higher Security Prices 


ee money conditions in January 

were reflected in strength and activity 

in the bond market. An average of forty 

high-grade corporation issues rose over a 

point to the highest level since the spring 

of 1923, and all of the active Liberty bonds, 

except the Liberty 3%s, sold higher than 

at any time in 1923. These changes are 

shown in more detail in the following table: 
1924 

40 Corporation bonds.... 

Liberty 

Liberty First 4%4s 

Liberty Second 4%s 

Liberty Third 4%s 

Liberty Fourth 4%s 

Treasury 4%s 100.7 100.1 


(Fractions in prices of Government issues indi- 
cate 32nds.) 
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Railroad. stock prices recovered most of 
the loss sustained in December, while aver- 
age prices of industrials continued to rise 
and by the end of the month had regained 
about two-thirds of the ground lost be- 
tween April and October of last year. The 
United States Steel Corporation’s report, 
showing larger earnings in the last quarter 
of 1923 than at any time since 1918, together 
with an increase in the extra dividend from 
25 to 50 cents a share, recalled to many 
Wall Street houses the sharp rise in stock 
prices which followed the corporation’s last 
previous dividend action. 


Sugar Under Flexible 
Tariff 


(Continued from page 488) 


It was not the intent of Congress to protect 
Cuban against the American producers, but 
American producers against Cuban. The 
Americans were on the defensive. Hence, 
the Cuban sugars must arrive in the Ameri- 
can market anteriorly or contemporaneously 
with the domestic sugars, not subsequently. 
He endeavored to show by chart that this 
situation was best fulfilled by a calendar 
year. 

The unanimity with which the domestic 
producers agreed that the only logical inter- 
pretation of the act indicated the calendar 
year 1922, while the Cuban producers in- 
sisted that the only logical interpretation of 
the act indicated the crop year 1922-23, 
calls for an explanation. (The calendar year 
1922 for all producers, domestic and foreign, 
is virtually the same as the crop year 1921- 
22 for Cuba, Porto Rico and the Hawaiian 
Islands, and the crop-year 1922-23 for do- 
mestic beet and Louisiana.) 

Such an explanation is to be found, when 
taken in connection with the following table 
of prices, in the methods adopted by the fac- 
tories in the several regions of paying for 
their cane or beets. 


AVERAGE New YorK PRIceEs IN CENTS 
Per Pounp 


1920-21 1921-22 1922-23 
96° ce. and f, 
4.38 2.24 5.00 


» Dec. 1 to June 1. 
1921 1922 1923 
7.44 8.89 


Refined Sept. 
1 to Dec. 5.37 


It is customary in Cuba to pay the “colo- 

os” for their cane in terms of a certain 
number of pounds of sugar at the current 
price, f.o.b. Cuban port, which is virtually 
the costs and freight price New York, less 
freight. A somewhat similar practice pre- 
vails in Louisiana. The beet farmers also 
are to a considerable extent paid for their 
beets on a sliding scale based on the price 
of granulated sugar. From this it follows 
that a high price of sugar will result in a 
high cost to the factory of cane or beets and, 
as the cane or beet cost constitutes some 60 
per cent of the total costs, a high price of 
sugar will result in a high cost of producing 
sugar. Similarly a low price of sugar will re- 
sult in a low cost of producing sugar. 

From December to June the Cuban cane 
crop is being harvested and paid fcr. From 
September to January the beet crop and 
the Louisiana cane crop are being harvested 
and paid for. Hence, if the comparison of 


= 
d 
=I | t= 
YS 
re 
& ) 
CREENVILLE,SC. 
BERWICK = HENDERSON, KY. 
/ 
q 


February, 1924 


costs for equalizing the tariff be based on 
the conditions shown in the first price col- 
umn in the table, a relatively high Cuban cost 
will be compared with a relatively low do- 
mestic cost. 

The second column would result in a com- 
parison of low Cuban costs with high do- 
mestic costs, and hence a much greater duty. 

The third column would result in high 
costs in all regions. ; 

The comparison asked for by all the do- 
mestic interests would be that of costs in- 
fluenced by the price 7.44 for the domestic 
beet and Louisiana industries and the price 
2.24 for the Cuban industry—the lowest 
shown. While the comparison asked by the 
Cuban interests would be the same for do- 
mestic beet and Louisiana, but would be the 
cost influenced by the price 5.00 for Cuba— 
the highest shown. Other causes, among 
which may be mentioned the demoralization 
of the Cuban industry in the spring of 1922, 
tended to make that a low cost year for 
sugar production in Cuba. Hence a duty 
based on the comparison asked for by the 
representatives of the domestic producers 
would be much higher than that based on 
the comparison asked for by the Cuban rep- 
resentatives. 


Equalizing Rates 


PRELIMINARY statement issued by 

the Commission makes it possible to 
compute equalizing rates on the basis of 
the comparison asked by the domestic pro- 
ducers, and also on the basis of data for the 
preceding year—1921. Excluding interest 
on investment and transportation costs, and 
using the weighted average cost for each 
region, the equalizing duty in cents per 
pound would be in 1921 0.43 for the Ha- 
waiian Islands, 0.93 for Porto Rico, —0.08 
for Louisiana and —0.38 for beet sugar. An 
average of these rates, weighted in propor- 
tion to their respective outputs, is 0.13. The 
negative results mean that in that year, in 
order to equalize costs, it would have been 
necessary to pay Cuban producers a bounty 
of an amount indicated by the figures. In 
1922, the year asked for by the domestic 
producers, the equalizing rates would be 
1.98 for the Hawaiian Islands, 1.95 for Porto 
Rico, 2.69 for Louisiana and 2.39 for domes- 
tic beet, and the weighted average would 
be 2.23. Data have not been published to 
make it possible to compute the rates on 
the basis of the comparison asked for by 
the representatives of the Cuban interests. 
Judging by the prices of sugar shown in 
the table, they would probably be some- 
where between the rates just given. 


The Type of Cost Used 
Affects the Duty 


HE Cuban interests requested that the 

comparison be made on the basis of a 
weighted. average, taking Cuban production 
as one unit and the entire domestic produc- 
tion (including the Philippine Islands) as an- 
other unit. The representatives of the do- 
mestic producers asked for the bulk line 
cost, contending that it was the intent of 
Congress to protect the domestic industry 
even in its least efficient region. Assuming 
as the “bulk line” cost a cost which would 
cover 90 per cent of the output in each 
region, such a method of handling the data 
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MICHIGAN has for half a century been a great stove manu- 


facturing state. 


In the past year she made and marketed 


502,526 stoves, ranges and furnaces worth more than Twenty- 


two Million Dollars. 


This product was distributed throughout northern United 
States, Canada, and several foreign countries. 


The stove industry of Michigan is but another of many busi- 
ness reasons why your bank should have the best connection 
obtainable through which it may serve your customers efficient- 
ly throughout the Great Lakes Region. 


FIRST NATIONAL BANK 


DETROIT 


MICHIGAN 


The First Nationa! Bank, the Central Savings Bank and the 
First National Company of Detroit, are under one ownership. 


would result, if applied to the year asked 
for by the domestic industry, in a duty, 
expressed in cents per pound, of 2.29 for the 
Hawaiian Islands, 2.63 for Porto Rico, 2.86 
for Louisiana and 2.92 for domestic beet. 
On this showing domestic beet is seen to 
be the least efficient branch of the domestic 
industry, and hence a duty of 2.92 cents 
per pound should be imposed. 

The interpretation given to the act in the 
matter of transportation costs, of interest 
on investment, of refining costs, when re- 
ducing raw and refined sugar to a common 
basis, and of certain losses incurred on ad- 
vances to planters and growers, will affect 
the equalizing rate of duty. 

The above discussion indicates that “cost 
of production” is not a definite, indisputable 
fact. It involves questions of interpretation 


of the intent of Congress with respect to 
the year or years to be chosen, the type of 
cost to be used, the treatment of interest 
and transportation costs and other items. 


H. S. McKee, vice-president Merchants Na- 
tional Bank, Los Angeles, became president of 
Barker Bros., a mercantile house of Los Angeles. 
He is_ chairman of the board of directors of the 
First National Bank, Long Beach, Cal., and will 
continue to hold that position. 


The mid-winter conference of officers and di- 
rectors of the Financial Advertisers’ Association 
will be held in New York City February 14-15. 
The sessions of the conference are to be held in 
the Board Room of the American Institute of 
Banking, and at the new club house of the Ad- 
vertising Club. 

The members in attendance will be intertained 
by the New York City members of the association 
at the annual dinner of the Trust Companies Di 
vision, American Bankers’ Association, February 
14, and a dinner and theatre party the following 
evening. 
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LLOYDS BANK LIMITED. 


HEAD OFFICE : 71, LOMBARD STREET, LONDON, E.C. 3. 
Capital Subscribed $359,323,900 | Reserve Fund = $50,000,000 
Capital Paid up - $71,864,780 | Deposits, &e. - $1,677,972,070 


EASTERN DEPARTMENT: 


77, LOMBARD STREET, LONDON, E.C. 3. 
In consequence of the acquisition of the businesses of 


Messrs. COX & Co. and Messrs. HENRY S. KING & Co. (including 
Messrs. KING, KING & Co. and Messrs. KING, HAMILTON & Co.), 
LLOYDS BANK now has the following Offices in India, 
Burmah and Egypt :— 


INDIA & BURMAH.—BOMBAY, CALCUTTA (2 Offices), 
KARACHI, RANGOON, DELHI, SIMLA, RAWAL PINDI, 
MURREE, SRINAGAR (Kashmir), GULMARG. 

EGYPT.—ALEXANDRIA, CAIRO (2 Offices), 


BENHA, BENI SUEF, FAYOUM, MEHALLA KEBIR, MINIEH, TANTA, WASTA. 


General Banking, Exchange and Agency Business of 

every description. Special facilities with the British 

Isles, Australia, Canada, New Zealand, the Continent, 
and North and South America. 


Bureau of 
Canadian 
Information 


CANADIAN 


PACIFIC / HE Canadian Pacific Railway 


through its Bureau of Canadian 

Information, will furnish you with 

the latest reliable information on 

every phase of industrial and agri- 

cultural development in Canada. In the Reference Libraries 
maintained at Chicago, New York and Montreal are complete 
data on natural resources, climate, labor, transportation, busi- 
ness openings, etc., in Canada. Additional data is constantly 


being added. 


Development Branch—lIf you are considering the establishment of your 
industry in Canada, either to develop your Canadian business or export 
trade, you are invited to consult this Branch. An expert staff is main- 
tained to acquire and investigate information relative to Canadian 
industrial raw materials. Information as to such raw materials as well 
as upon any practical problem affecting the establishment of your 
industry, including markets, competition, labor costs, power, fuel, etc., 
is available. 


No charge or obligation attached to the 
above services. Business men and organ- 
izations are invited to make use of it. 


Canadian Pacific Railway Company 


Department Colonization and Development 


c. P. R. Building ; 
Madison Ave. at 44th St. 
New York 


Windsor Station 
Montreal, Can. 
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Public Markets 
(Continued from page 501) 


market site and is not on one of the main 
streets of the city. 


No Time to Waste 


N the country end many modern coni- 

mercial farmers do not feel that they 
can afford to spend the time away trom 
actual farming operations that the occupancy 
of a market stall requires. A progressive 
western city in Wisconsin with a thrifty 
population, entirely and openly willing to 
carry market baskets, found that its new, 
attractive little municipal market was not 
a success because there were not enough 
truck growers in the neighborhood to offer 
good supply and adequate variety. 
» In planning the establishment of a mar- 
ket in a town, the expectation of outstand- 
ing, immediate results must be avoided. 
Large groups are all too prone to look for 
panaceas and to hope for striking results. 
Producers look forward to higher prices 
since they are to sell largely direct to the 
consumers, and householders look forward to 
lower prices since they are to buy direct 
from the growers. These two aims have 
been found to be not incompatible, but time 
must be allowed for the balancing of the 
many factors that enter into price estab- 
lishments. 

Capable and intelligent business manage- 
ment and well-arranged methods of financ- 
ing are further essentials to the success of 
a market. Though the preliminary survey 
may show great possibilities for a public 
market, they cannot be realized by enthusi- 
asm and necessity alone. Experience and 
judgment must be brought to bear on the 
problems encountered during the organiza- 
tion and inauguration of the enterprise and 
in its management during its years of nor- 
mal growth and throughout its years of 
usefulness and service. 

That such public markets, advisedly or- 
ganized, carefully developed and adequately 
managed can be great business assets to a 
community has been amply demonstrated. 
The great majority of the open public mar- 
kets in the United States are municipally 
owned. Thus many municipalities recog- 
nize the potential value of such markets 
to a community. Many of the large cities 
have several municipal markets within their 
limits, including both open and closed. Bal- 
timore, for instance, has ten. Where there 
are so many, however, it is seldom that 
all are equally well-equipped and well-kept. 

Smaller cities with one municipal market 
often take great pride in it. Rochester, 
N. Y., has a municipal market with steel 
sheds, freight loading and unloading plat- 
form on railway switch, with separate build- 
ings for restaurant and comfort stations. 
Wheeling, W. Va., shortly before the war 
replaced an old market established in 1828 
by a new building at a cost of about $160,- 
000. Newark, N. J., is now building a new 
market reported to represent an investment 
of about $5,000,000. 


Detroit’s Experience 


is completing improvements 
in its western municipal market at the 
cost of $175,000. These fmprovements were 
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Giving Away a Million Dollar Business{™ 


ARDLY a_ week passes without the 

headlines of the newspapers reciting 
that another million dollar business has been 
turned over to faithful employees by the 
retiring chief, already rich in worldly goods. 
Here is a graphic illustration of the grow- 
ing tendency in the business world. 

Because I. C. Herman had made enough 
money in building up a two million dollar 
a year handkerchief manufacturing business 
in New York to take care of him for the 


© Underwood & Underwood 


rest of his life, he decided to place the plant 
in the hands of two faithful employees, Irv- 
ing S. Rosoff and Fred M. Smith, whose past 
services were accepted as full payment for 
the business. 

Mr. Herman said that his employees 
“have been deserving and faithful and they 
certainly have a right to share in the suc- 
cess they helped create.” He is shown here 
handing a paper to Fred M. Smith. In the 
background is Irving S. Rosoff. 


postponed because of war conditions. They 
include service buildings, paving, incinerator 
and an additional steel and concrete shed 
covering 100 stalls. 

The director of the Detroit markets, G. V. 
sranch, who has been in city marketing 
work, both Federal and municipal, for many 
years, and who is a firm believer in public 
markets, makes this contribution to the dis- 
cussion: 

“In my opinion all discussions on public 
marketing stress too much the ‘direct to 
consumer’ idea. Our most successful farm- 
ers’ market, which handled about 65,000 
truck loads of produce last year, sold about 
85 per cent of it to retail dealers and the 
remainder to consumers. I consider it just 
as important for a public market to supply 
those who cannot come to the market, be- 
cause of family or other duties, by distri- 
bution through the retail dealer, as it is 
to give the relatively few who can come 
to the market good fresh stuff at reason- 
able prices. Furthermore, the majority of 
the growers now cannot afford the time to 
sell on a strictly retail market. If you re- 
strict a market to ‘direct to consumer’ sales, 


you decrease by two-thirds the number of 
growers who will patronize it.” 

When a market is once firmly on its feet, 
it can reasonably be expected to render cer- 
tain definite services: (1) It should give 
to patrons who pay cash for their purchases 
and carry them home a dollar’s worth of 
actual products for a dollar, eliminating 
credit and delivery charges. (2) Municipal 
market prices should reflect to both con- 
sumer and producer the saving made possible 
to the dealer or farmer through low rent 
for his stall and equipment and any other 
reduction in overhead expenses. (3) Patrons 
should be able to find at a market a larger 
and fresher assortment of food products 
than the average private establishment of- 
fers. (4) A neighboring food supply should 
be developed through the encouragement 
provided by a satisfactory outlet for the 
miscellaneous assortments of products grown 
by most local farmers, and (5) patrons 
should be afforded increased protection in 
matters of quality, weight and measure 
through the possibility of closer official in- 
spection in the case of the larger, better 
organized markets. 
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Would you like to have some wonderfully 
clever ideas that will build up your savings 
deposits, get new accounts and increase the 
average balance of your customers? Would 
you like to see actual working samples of 
such ideas that have been used by both large 
and small banks with great success? Then 
return the coupon below. 


Ideas Sent Free 


We will send you free sample copies of 
illustrated circulars, interesting bulletins, 
forms and letters that other banks have pro- 
duced at practically no cost. We will show _ 
you how you can get out the same kind of 
business-producing literature right in your 
bank with the aid of a 


The Rotospeed is an ideal machine for bank 
work. It is simple and easy to operate. 
Anybody can use it with splendid results. 
Without the use of type or cuts, without 
muss or delay, without an experienced 
operator, a Rotospeed will print thousands 
of circulars, folders, forms and letters at a 
remarkably low cost. 


Accept This Offer 


We will send you a complete Rotospeed outfit—ma- 
chine, stencil paper, ink, impression paper, and the 
big Idea Book. You can send out hundreds of 
pieces of literature. You can test the machine in 
every possible manner for ten days. At the end 
of the 10-day trial period if you aren’t thoroughly 
satisfied you can return the machine. 

Accept this liberal offer. Send for the Free Idea 
Book and trial sales plan. See if we have some 
worth-while suggestions. No obligations. Just 
return coupon. 


The Rotospeed Company 
Dept. BW-1 Dayton, Ohio 


Mail This NOW 


The Rotospeed Co. Dept. BW-1, Dayton, Ohio 


Please send me without obligation, details of 
your free trial offer, descriptive booklet and sam- 
ples of work done on the Rotospeed. 


Print or write plainly 
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Specimen illustration used for the 
subject of saving 
UR plan for news- 
paper advertising for 
banks includes illustra- 
tions by foremost art- 
ists, with complete copy 
for every department. 


You can secure exclusive 
rights for your city if not 
already sold. Write for 
specimen proofs and 
terms. 


HOLLAND 
ADVERTISING CO., Inc. 
244 Fifth Ave. New York 


Government Information 
For Business Purposes— 


Some one in. Washington has 
the technical knowledge and 
special information to help you 
on many of the problems arising 
between your bank and its cus- 
tomers. 


Government correspondence is 
unsatisfactory, but personal con- 
tact will give you unlimited help, 
information and unofficial ad- 
vice. 


We are personal contact agents 
for banks which understand the 
definite value of a close Wash- 
ington connection. 


When you want something in 
Washington, write or telegraph 
us. Also get our Washington 
business letter immediatelv. 


To the KIPLINGER WASHINGTON 
AGENCY 


302-6 Albee Bldg., Washington, D. C. 


Please send your Washington business 
letter for a few weeks without obliga- 


Address 
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Making Profitable Loans to the Farmer 


By BURTON M. SMITH 


Chairman, Agricultural Commission, American Bankers Association 


HE farmer is a business man and as 
such should do business on a business 

[ basis. Like other business men, he 
needs financing. As with any other business 
man, he should be able to secure loans on 
a similar basis and on conditions that will 
meet his needs. 

On the other hand, the farmer should com- 
ply with the same conditions that are exacted 
from any business man. He should show 
the banker that the loan is for productive 
purposes. The farmer ought not to object 
to a request for a credit statement from 
his banker when negotiating a loan, This 
statement is not difficult to prepare when 
the farmer keeps records. The farmer who 
does not keep records is not doing business 
in a business-like way and is not entitled to 
the same consideration as the man who does. 

A very profitable type of loan is one for 
the purchase of purebred seeds. There is 
no question but what these seeds will pro- 
duce crops of better quality with increased 
yields. Where a banker can get a group of 
his more progressive farmers together and 
secure community effort in introducing 
these highly bred seeds, he is performing a 
real service to his community and adding 
to the resources of his patrons and like- 
wise of his bank. When there is a de- 
mand for seeds, they can be supplied if 
need be in carload lots; if there is no de- 
mand for seeds, the increased yields will 
more than pay the extra cost. 

Money loaned for judicious investment in 
silos will add materially to the resources 
of the farmers who use them and may prop- 
erly be considered as high-grade loans. 

Loans to farmers for the purchase of well 
selected high-grade livestock constitute one 
of the most effective ways of financing the 
farmer and helping him to make a financial 
success of his business. In making these 
loans, the banker can well inquire as to 
whether the farmer has adequate housing 
facilities and plenty of the right kind of 
feeds before the investment is made. Great 
care should be taken in selecting animals of 
quality. 

Investments in purebred livestock may well 
be made cautiously, and not until one. has 
had successful experience with grades. Com- 
paratively few men are born breeders, and 
those who are not are hardly competent to 
enter the purebred field. At any rate, it is 
well for a farmer to make a success with 
grades first, before he attempts the more 
uncertain purebred business. 

The importance of purebred quality sires 
cannot be over-emphasized. Two years ago 
at the National Dairy Show, there was an 
exhibit of a Guernsey sire with ten of his 
daughters. Records were kept on both the 
dams and the daughters. The daughters 
produced on an average 119 pounds of but- 
terfat in excess of their dams. This is to 
be accredited to the influence of the sire. 
Where such sires can be obtained and kept 
in a community they mean much for the 
prosperity of that community. 

In many sections of our country the farm- 
ing is not properly adjusted or diversified. 


This season there is distress in the wheat 
sections. It cannot be expected that a profi- 
table and permanent system of agriculture 
can be attained until there is a proper bal- 
ance in crop and livestock production. This 
is needed to help maintain fertility and to 
furnish profitable employment throughout 
the year. By selecting a proper combina. 
tion of crop and livestock enterprises, and 
by using improved methods in the handling 
of the same, it is possible to lower the costs 
of production materially and increase farm 
profits. 

If the banker is to encourage farmers in 
investments of this kind, he should have 
a hand in protecting these investments. It 
is to the advantage of the farmer as well 
as the banker to carry insurance on build- 
ings, including fire and lightning, and if need 
be, tornado. 

Too much attention cannot be given to the 
health of animals. Neither the banker nor 
the farmer is justified in making an in- 
vestment in dairy cows that have not been 
carefully tested for tuberculosis. If ani- 
mals are infected with this dreaded disease, 
they will not only fail eventually to pay 
interest on the investment, but in all prob- 
ability may be the cause of losing the prin- 
cipal as well. In the meantime they may 
be the means of spreading this disease to the 
entire community. 

Financing the farmer should be the result 
of teamwork. The banker and the farmer 
should consider each other as confidential 
advisers. The farmer needs to know the 
dangers attached to investments, and the 
banker needs more information on the pos- 
sibilities of returns on farm investments 
well placed. To this end he can well afford 
to drop in at the farm occasionally and note 
conditions under which the crops and live- 
stock are being kept. No right-minded 
farmer ought to object to a careful diag- 
nosis of conditions before a loan is nego- 
tiated. Both parties are interested in hav- 
ing the proposed investment pay the inter- 
est and eventually the principal, and also 
return a profit to the farmer. 

With some farmers and with some invest- 
ments the banker may well take the initia- 
tive and encourage the farmer to make a 
loan. Some farmers of ability are timid in 
asking for loans. Under such conditions the 
encouragement of a loan for productive in- 
vestment will be good business for both the 
farmer and the banker. 

There are times when the banker loans 
to the farmer to the detriment of the farmer 
himself. The farmer who was kept from 
making a heavy investment in land when land 
values were at their peak is today blessing 
the banker for heading him away from what 
would have resulted in serious loss if not 
bankruptcy. 

Financing the farmer is a job that requires 
clear thinking and sound judgment. The 
underlying principles of a profitable loan 
or investment need to be carefully considered 
by all parties interested. Two heads are 
better than one, and when two or more 
heads get together in sympathetic contact, 
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determined to weigh the various possibilities 
of success and failure, and then act upon 
their united judgment, then the farmer is 
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well financed. 


Good Will In Balance 
Sheet 


(Continued from page 494) 


vertiser for years. Its name is almost a 
synonym for the safety razor. What it 
did was to anticipate the event of its patents 
becoming public property, make two or three 
improvements in its device, and then put 
out a new razor, at the same time selling 
its old razor, the patents of which were 
shortly to expire, at a dollar as against five 
dollars, the old price, thus anticipating the 
kind of competition it would naturally expect 
and spiking the guns of anyone who would 
seek to profit by the situation. In a year 
it had built up as large a volume on the new 
Gillette as it had formerly on the old one. 
The good will created by years of adver- 
tising was strong enough to enable this 
company to meet an emergency that might 
easily have proved fatal. It relied entirely 
on the public, what the name Gillette meant 
to that public, the result of continuous ad- 
vertising for many years. 

What the Gillette Safety Razor owned 
was not patents, but the conviction in the 
minds of millions of men that Gillette was 
the name of a safety razor, and as long as 
the Gillette Company had the sole right 
to apply that name Gillette to a safety razor, 
it had an asset that was greater than all 
its aggregation of factories, machines, or- 
ganization and patents. 

Advertising history is full of such in- 
stances. A classic is that of the syndicate 
which tried to buy the name “Royal” applied 
to baking powder. Their proposition in- 
cluded neither formulae nor plants. All 
they wanted was the right to make a baking 
powder, and call it “Royal.” They offered 
two million dollars a letter for this word of 
five letters. Their offer was refused, but 
this ten million dollars represented at that 
time, some twenty years ago, a sincere 
estimate of the value of the good will that 
advertising had created for the name 
“Royal.” 


Should Not Enter into the 
Technicalities 


] QUITE agree with Guy Emerson, who 
combines to a rare degree the qualities of 
both banker and advertising man, that the 
banker should not attempt to enter into the 
technicalities of advertising, But for that 
matter, neither does he attempt to penetrate 
the technical methods of many manufactur- 
ing processes, which he is able to appraise 
shrewdly enough as to assets for loans. What 
is suggested is that the banker does not now 
have the same outside knowledge and opinion 
of advertising that he does of other in- 
dustries which are older, and from his point 
of view more legitimate, and that advertis- 
ing occupies too large a place in the com- 
mercial world, is too powerful a factor in 
upbuilding business, for him to longer ignore 
it. He must make up his mind about it, 
and to do that in the spirit of the present 
day he must lay aside some of his prejudices, 
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CONSISTENCY 


Upon What Basis Do You 
Solicit Accounts? 


Upon the protection which the 
strength of your institution affords 
your depositors and the services 
which your facilities provide for 
them. 


Are You Less Particular In 
Choosing Your City 
Correspondent? 

We receive all items at par, send 
collections direct, make no charge 
for telegraphic transfers, and 


operate our Transit Department 
twenty-four hours daily. 


Capital, Surplus, and Undivided 
Profits Over $16,000,000 


PHILADELPHIA 
NATIONAL 
BANK 


PHILADELPHIA, PA. 
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IN EUROPE 


Through its Paris Office and its direct financial con- 
nections abroad, Bankers Trust Company is well 
qualified to serve American business on the Continent. 


Special service is offered for collecting or discounting 
bills of exchange covering shipments, and for securing 
credit information. 


We welcome an opportunity to discuss your foreign 


banking requirements. 
BANKERS 
COMPANY 


NEW , YORK — PARIS 


Vee 


ye 
th Ain 


and accept, as the business world has ; 
cepted, intangible assets, or perhaps cue 
would say, assets not yet realized, at a 
higher value than at present. There is a 
new kind of acceptance—consumer acce).i- 
ance, of the greatest potential value to a 
business which has it. If it has this grext 
potential value, it must have some actuul 
present value. The thing to do is to view 
existing conditions in that business to sce 
whether the potential value is liable to ‘e 
realized—in other words, whether the ac- 
vertising is being properly conducted, and 
that involves the professional reputation « 
the agency which is doing it, as well as tle 
advertising history of the house asking tor 
credit. 

On the nature of advertising, the presi 
dent of Hart, Schaffner & Marx, a firm that 
has been a consistently successful adver- 
tiser for a long term of years, has these 
wise words to say: 

“Advertising is a curious thing. It has 
had to be taken on faith for the most part 
You can’t usually measure its effect. Men 
who advertise and find their business prospe1 
ing keep on advertising. Men whose busi 
ness has been slow sometimes try adver 
tising and find their business suddenly grow- 
ing. Then they keep on advertising. 

“That’s the reason you can’t measure its 
results. If men started advertising and 
stopped, and started and stopped often 
enough, you might be able to measure the 
results on their business. Of course, to do 
that would almost invariably ruin the effec- 
tiveness of the advertising. As it is, ad- 
vertising has to be adopted on principle and 
stuck to because of one’s confidence in its 
soundness and its general results. 

“The tremendous growth of advertising, in 
spite of the fact that you couldn’t separate 
its effect from the effects of all the other 
forces that make for good business, is per- 
haps a greater tribute to its power than it 
would be if exact measurements were pos- 
sible. 

“Men are not ordinarily willing to place 
such great faith in and pay such huge sums 
of money for an agency whose effect they 
cannot isolate and measure. When they do, 
it means that its power is so tremendous 
that it doesn’t need to be measured to be 
believed in.” 


No Capital Levy 


N his address at the annual meeting of 

Barclays Bank Limited of London, F. C. 
Goodenough, chairman, alluded to the sug- 
gestion for a capital levy. He pointed out 
that this would entail violent deflation and 
the withdrawal of money from Great Britain 
involving a loss of earning power, and would 
adversely affect exchanges and the stability 
of British credit. The validity of these 
arguments, he said, is now recognized and it 
may be assumed that there is no fear of cap- 
ital being in jeopardy through measures of 
confiscation. 


Morris F. Frey, assistant treasurer of the Guar- 
anty Trust Company of New York, has resigned 
from that company in order to resume the prac- 
tice of law. He will be associated with the firm of 
Stetson, Jennings, Russell & Davis, lawyers, at 
15 Broad Street, New York City. Mr. Frey has 
been in charge of the Income Tax Department of 
the Guaranty Trust Company for seven years. He 
has served on various bankers’ committees, among 
them the Special Committee on Taxation of the 
American Bankers Association. 
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Sterling’s Fall 


By CHARLES E. LYON 


Trade Commissioner, London 


S TERLING dollar exchange took a heavy 
drop at the opening of the New Year, 
almost touching 4.25, some 10 cents below 
late December quotations. The press was 
full of explanations as to the cause of the 
decline, but these explanations all appeared 
after the event and served the banker and 
trader as little as the miller benefits from 
water which has gone over the dam. What 
financial leaders would appreciate vastly 
more is an indication whether the depressing 
influences will continue and thus drive ster- 
ling to $4 before it touches $4.50. There 
are in London many “exchange advisers” to 
the banks and trade, and it is interesting 
to record that these experts anticipate a 
further fall, perhaps even to $4, unless some 
action is taken to put an end to the influ- 
ences that are felt to be responsible for 
the present low state of the pound. 

Various causes are assigned as having 
contributed to the latest decline. First is 
the political situation, undreamt of two 
months ago, whereby a comfortable Con- 
servative majority has been replaced by a 
stalemate of three parties, with the assur- 
ance that the Labor Party will take over 
the government. 

The political overturn affects sterling in 
two ways. ‘Continental holders of British 
securities fear the effect of a capital levy— 
on principal, irrespective of the probable date 
of its enactment. For this reason primarily 
the Swiss and Swedish holdings have been 
rapidly liquidated and either placed in dol- 
lars or brought back home. The Swiss 
movement is not merely one of distrust in 
sterling. In addition it is one of repatria- 
tion of Swiss currency. A year ago the 
capital levy scare that filled Switzerland 
drove some £100,000,000 out of Swiss hold- 
ings and into British. The fear of a Swiss 
levy being now allayed, much of this money 
would return, even if there were no alarm 
over British possibilities. 

The other manner in which the political 
upset affects sterling relates to domestic 
conditions, and more particularly to the 
situation in Lombard Street. Financial in- 
terests in “the City” recently addressed an 
appeal to the government to effect a fusion 
of the Unionist and Liberal Parties, to make 
the government function without the neces- 
sity of turning it over to a party regarded 
as hostile to conservative finance. To lend 
authority to their pessimism, it is alleged 
that these interests have made a “set” at 
sterling, to bear it down. This has been ac- 
comnplished by advising some clients to get 
out of sterling into dollars, and other cli- 
ents, needing sterling Sills, to withhold pur- 
chase until a lower figure has been reached. 

In addition, a speculative interest always 
develops when broad fluctuations occur in 
exchange rates, and no great effort is being 
made to cause such speculators to desist. 

The net result of the above movements 
is naturally progressive decline in sterling. 
The rate picks up each day upon receipt of 
New York opening quotations, when short 
interests are covered on overnight orders. 
This gives a saw-tooth effect to the ex- 
change curve. 
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Split Change 


or a Payroll 


The Brandt Automatic Cashier not only pays 
any combination of coins from one cent to 
one dollar by simply pressing one key, but 
many combinations useful in making up small 
payrolls are illustrated at the left. 


To get five dollars in halves and quarters, 
press red key “75” six times and red key 
“50” once and the machine pays seven halves 
and six quarters. To get one dollar in dimes, 
press the 20 cent key five times and ten 
dimes are paid. 

Cashing a check for $10.82, press key marked 
82 one time ‘and instantly one-half, one 
quarter, a nickel and two pennies fall into 
the trapdoor ready for delivery. Then select 
a $10 bill and pass the entire amount to the 
customer—a matter of seconds. 


Any combination of coins is at your finger 
tips, saving time and worry and resulting in 


BETTER BANK SERVICE 


Ask Your Secretary to Mail Coupon for In- 
teresting Free Book 


BRANDT MANUFACTURING CO. 
Executive Offices and Factory, 
102 W. Main St., Watertown, Wis 


Send copy of book: “Five Questions Every Banker Should 
Answer.” 


© 
To Bigger 
Profits 
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State May Prohibit Branches 


Supreme Court of the United States Upholds the Right of 


Missouri to Bar Branch Banking. 


Nationals are Subject to 


the Laws of the State Unless Such Laws Interfere With the Pur- 
poses for Which They Were Created. The Decision in Full. 


HE Supreme Court of the United 

States, in the case of the First Na- 

tional Bank in St. Louis vs. the State 

of Missouri, has decided that the 
state has a right to bar national banks from 
operating branches. The full text of the 
opinion delivered by Justice Sutherland on 
Jan. 28 follows: 

The State of Missouri brought this pro- 
ceeding in the nature of quo warranto in 
the State Supreme Court against the plain- 
tiff in error to determine its authority to 
establish and conduct a branch bank in the 
city of St. Louis. The information avers 
that the bank was organized under the laws 
of the United States and was and is en- 
gaged in a general banking business in that 
city as a banking house, the location of which 
is given; that, in contravention of its char- 
ter and of the act of Congress under which 
it was incorporated, it has illegally opened 
and is operating a branch bank for doing a 
general banking business in a separate build- 
ing several blocks from its banking house, 
and proposes to open additional branch banks 
at various other locations, and that this is 
in violation of a statute of the State, ex- 
pressly prohibiting the establishment of 
branch banks. The prayer is that, upon 
final hearing, the bank be ousted from the 
privilege of operating this branch bank or 
any other. A demurrer to the information 
was interposed and the cause thereupon sub- 
mitted. The contention of the State was 
upheld, and the judgment rendered in ac- 
cordance with the prayer. 


Considered Under Two Heads 


Lo correctness of the judgment is chal- 
lenged under numerous specifications of 
error presenting Federal questions, which, 
for the purposes of the case, may be con- 
sidered under two heads: (1) Whether the 
state statute is valid as applied to national 
banks, and (2) whether a proceeding to 
call a national bank to account for acts of 
the kind here alleged may be maintained by 
the state, and whether the form of remedy 
pursued is sustainable. 

First. The Missouri statute (Section 
11737, R. S. Mo., 1919) provides “that no 
bank shall maintain in this state a branch 
bank or receive deposits or pay checks ex- 
cept in its own banking house.” That the 
facts alleged in the information bring the 
case within that part of the statute which 
prohibits the maintenance of branch banks 
and that the statute applies to national banks 
is conclusively established by the decision 
of the State court, and we confine ourselves 
to the inquiry whether, as thus applied, the 
statute is valid. 

National banks are brought into existence 
under Federal legislation, are instrumentali- 
ties of the Federal Government and are nec- 


essarily subject to the paramount authority 
of the United States. Nevertheless, national 
banks are subject to the laws of a state in 
respect to their affairs, unless such laws 
interfere with the purposes of their creation, 
tend to impair or destroy their efficiency as 
Federal agencies, or conflict with the para- 
mount law of the United States. National 
Bank v. Commonwealth, 9 Wall. 353,362; 
Davis v. Elmira Savings Bank, 161 U. S. 
275,283. These two cases are cited and fol- 
lowed in the later case of McClellan v. 
Chipment, 164 U. S. 347, 357, and the prin- 
ciple which they establish is said to contain 
a rule and an exception, “The rule being the 
operation of general state laws upon the 
dealings and contracts of national banks, 
the exception being the cessation of the op- 
eration of such laws whenever they ex- 
pressly conflict with the laws of the United 
States or frustrate the purpose for which 
national banks were created, or impair their 
efficiency to discharge the duties imposed 
upon them by the law of the United States.” 
See also Waite v. Dowley, 94 U. S. 527, 
533. The question is whether the Missouri 
statute falls within the rule or within the 
exception. 


Missouri Statute Not in 
Conflict 

OES it conflict with the laws of the 

United States? In our opinion it does 
not. The extent of the powers of national 
banks is to be measured by the terms of the 
Federal statutes relating to such associa- 
tions, and they can rightfully exercise only 
such as are expressly granted or such inci- 
dental powers as are necessary to carry 
on the business for which they are estab- 
lished. Bullard v. Bank, 18 Wall. 589, 593; 
Logan County Bank v. Townsend, 139 U. S. 
67, 73c.; California Bank v. Kennedy, 167 
U. S. 362, 366. Among other things, the 
Federal law (R. S. Section 5154) provides 
that the organization certificate of the asso- 
ciation shall specifically state “the place 
where its operations of discount and deposit 
are to be carried on, designating the state, 
territory or district, and the particular 
county, city, town or village.’ By another 
provision (R. S. Section 5190) it is required 
that “the usual business of each national 
banking association shall be transacted at an 
office or banking house. We are asked, how- 
ever, tc construe it otherwise in view of 
of the rule that “words importing the singu- 
lar number may extend and be applied to 
several persons or things.” (R. S. Section 
1.) But obviously this rule is not one 
to be applied except where it is necessary 
to carry out the evident intent of the stat- 
ute. See Garringer v. Board of Commis- 
sioners, 39 Ind. 66, 70; Moynahan v. City of 
New York, 205 N. Y. 181, 186. Here there 
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is not only nothing in the context or in the 
subject matter to require the construction 
contended for, but other provisions of the 
national banking laws are persuasively to 
the contrary. By Section 5138, R. S., the 
minimum amount of capital is fixed in pro- 
portion to the population of the place where 
the bank is located. If it had been intended 
to allow the establishment by an association 
of not one bank only but, in addition, as 
many branch banks as it saw fit, it is re- 
markable, to say the least, that there should 
have been no provision for adjusting the capi- 
tal to the latter contingency or for deter- 
mining how or under which circumstances 
such branch banks might be established or 
for regulating them. Section 5155, R. S., 
provides that it shall be lawful for a state 
bank “having branches, the capital being 
joint and assigned to and used by the 
mother-bank and branches in definite pro- 
portions, to become a national banking as- 
sociation . . and to retain and keep in 
operation its branches . . . the amount of 
circulation to be regulated by the 
amount of capital assigned to and used by 
each.” This provision, confined by its terms, 
as it is, to existing state institutions, may be 
fairly considered as constituting an exception 
to the general rule, and the presence of 
safeguarding limitations in the excepted case, 
with their entire absence from the statute 
otherwise, goes far in the direction of con- 
firming the conclusion that the general rule 
does not contemplate the establishment of 
branch banks. This apparently was the 
interpretation of Congress itself, since in 
two instances at least special legislation was 
deemed necessary to allow the establishment 
of branch banks, viz: at the Chicago Expo- 
sition, in 1892, c. 71, 27 Stat. 33, and at the 
St. Louis Exposition, in 1901, c. 864, 31 Stat. 
1444, 21, the existence of the branch bank in 
each instance being expressly limited to the 
period of two years. 

The construction of the executive officers 
charged with the administration of the law 
has been, with substantial uniformity, .o the 
same effect, and in this view the Depart- 
ment of Justice, in a well considered opin- 
ion, rendered May 11, 1911, concurred. 
Lowry National Bank — Establishment of 
Branches. 29 Op. Atty. Genl. 81. 

This interpretation of the statute by the 
legislative department and by the executive 
officers of the Government would go far 
to remove doubt as to its meaning, if any 
existed. See Tiger v. Western Investment 
Co., 221 U. S. 286, 309; United States v. 
Hermanos y Compania, 209 U. S. 337, 339. 


Incidental Power 


UT it is said that the establishment of 
a branch bank is the exercise of an in- 
cidental power conferred by Section 5136 
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R. S., by which national banking associa- 
tions are vested with “all such incidental 
power as shall be necessary to carry on the 
business of banking.” The mere multiplica- 
tion of places where the powers of a bank 
may be exercised is not, in our opinion, a 
necessary incident of a banking business, 
within the meaning of this provision. More- 
over, the reasons adduced against the ex- 
istence of the power substantively are con- 
clusive against its existence incidentally; for 
it is wholly illogical to say that a power 
which, by fair construction of the statutes, is 
found to be denied, nevertheless exists as 
an incidental power. Certainly, an incidental 
power can avail neither to create powers 
which, expressly or by reasonable implica- 
tion, are withheld, nor to enlarge powers 
given; but only to carry into effect those 
which are granted. 

Clearly the state statute, by prohibiting 
branches, does not frustrate the purpose for 
which the bank was created or interfere 
with the discharge of its duties to the Gov- 
ernment or impair its efficiency as a Fed- 
eral agency. This conclusion would seem 
to be self-evident, but if warrant for it 
be needed, it sufficiently lies in the fact that 
national banking associations have gone on 
for more than half a century without 
branches and upon the theory of an absence 
of authority to establish them. If the non- 
existence of such branches, or the absence 
of power to create them, has operated or 
has calculated to operate to the detriment 
of the Government, or in such manner as 
to interfere with the efficiency of such as- 
sociations as Federal agencies, or to frus- 
trate their purposes, it is inconceivable that 
the fact would not long since have been 
established and steps taken by Congress to 
remedy the omission. 


Statute is Valid 


ECOND. The state statute as applied 

to national banks is, therefore, valid, and 
the corollary that it is obligatory and en- 
forceable necessarily results, unless some 
controlling reason forbids; and since the 
sanction behind it is that of the state and 
not that of the National Government, the 
power of enforcement must rest with the 
former and not with the latter. To dem- 
onstrate the binding quality of a statute but 
deny the power of enforcement involves a 
fallacy made apparent by the mere state- 
ment of the proposition, for such power 
is inherent in the very conception of law. 
It is insisted with great earnestness that 
the United States alone may inquire by 
quo warranto whether a national bank is act- 
ing in excess of its charter powers, and that 
the state is wholly without authority to do 
so. This contention will be conceded since 
it is plainly correct, but the attempt to 
apply it here proceeds upon a complete mis- 
conception of what the state is seeking to 
do, a misconception which arises from con- 
founding the relief sought with the circum- 
stances relied upon to justify it. The state 
is neither seeking to enforce a law of the 
United States nor endeavoring to call the 
bank to account for an act in excess of its 
charter powers. What the state is seeking 
to do is to vindicate and enforce its own 
law, and the ultimate inquiry which it pro- 
pounds is whether the bank is violating that 
law, not whether it is complying with the 
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“BELL TELEPHONE 


Investment 


Counsel 
for Investors 


AVING is one thing—investing is 
another. Whether you spend 
your declining years in comfort or 
in poverty may depend upon the 
soundness of your investment. 


The realization that American Tele- 


phone and Telegraph Company 
stock is a sound investment largely 
accounts for the fact that there are 
over 278,000 holders of the stock. 
Included in this number are over 
50,000 employees of the Bell Sys- 


tem—a proof of faith on the part 
of those who do the work. 


counsellors recommend 
the purchase of A. T. & T. stock 
because of the indispensable char- 
acter of the Company’s business, its 
stockholders’ equity, its 
power and dividend record. 


earning 


Stock of the A. T. & T. Company 
is paying 9% dividends. It can be 
bought in the open market to yield 
over 7%. Full information on request. 


“The People's Messenger” 


SECURITIES CO. ine 


D.F. Houston, Pres. 
195 Broadway NEW YORK 
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sill 


Mann-made Products 
include 


Blank Books 
Bound and Loose Leaf 
Lithography 
Printing 
Engraving 
Office and Bank Supplies 


Write for 
descriptive folders about 


Manco Safety Paper 

Manco Check Books 

Mantint Safety Checks 

Mann Machine Bookkeeping 
Equipment 


charter or law of its creation. The latter 
inquiry is preliminary and collateral, made 
only for the purpose of determining whether 
the state law is free to act in the prem- 
ises or whether its operation is precluded 
in the particular case by paramount law. 
Having determined that the power sought 
to be exercised by the bank finds no justifi- 
cation in any law or authority of the United 
States, the way is open for the enforcement 
of the state statute. In other words, the 
national statutes are interrogated for the 
sole purpose of ascertaining whether any- 
thing they contain constitutes an impediment 
to the enforcement of the state statute, and 
the answer being in the negative, they may 
be laid aside as of no further concern. 
The application of the state statute to 
the present case and the power of the state 
to enforce it being established, the nature 
of the remedy to be employed is a question 
for state determination; and the judgment 
of the state court that the one here em- 
ployed was appropriate is conclusive, unless 
it involves a denial of due process of law, 


Messenger 


Every time a letter or piece of printed matter 
leaves your office by post, it bears the import- 
ant responsibility of representing your con- 
cern by its appearance and character as well 
as by its context. 


Thus, the part of King’s Messenger was for 
many centuries one of the most potent, the most desirable 
within the gift of the Monarch; it carried with it the donor’s 
complete confidence and faith; it was a mark of special favor. 


In the designing and production of your Business Messengers, the 
William Mann Company is aided not only by the newest equip- 
ment in lithographing and printing presses and in engraving 
processes, but also by its ripe experience, gained in performing 
just such supremely fine work for more than seventy-five years. 


A folder describing our facilities in Lithographing and 
Printing will be gladly sent you on request. And we are 
always glad to submit designs and estimates on any such work 
as letter-heads, finely-engraved folders, printing from steel or 
other similar special work. 


WILLIAM MANN COMPANY 
529 MARKET STREET 
PHILADELPHIA, PENNA. 


New York Office: 261 Broadway. Established 1848 Paper Mills: Lambertville, N. J. 


Schmidt, 177 U. S. 230, 236; Hooker v. 
Los Angeles, 188 U. S. 314, 318; Rogers 
v. Peck, 199 U. S. 425, 435. 

The judgment of the Suprerne Court of 
Missouri is, therefore, affirmed. 


which plainly it does not. We are now 
concerned with the question whether an 
opinion in the nature of quo warranto, ac- 
cording to the general principles of the law, 
is in fact appropriate. It is enough ‘that 
the Supreme Court of the state has so 


held. Standard Oil Co. v. Missouri, 224 
U. S. 270, 287; Twining v. New Jersey, 211 
U. S. 78, 110-111. In Iowa C. R. Co. v. 
Iowa, 160 U S. 389,393, this court said: 


“But it is clear that the Fourteenth Amend- 
ment in no way undertakes to control the power 
of a State to determine by what process legal 
rights may be asserted or legal obligations be en- 
forced, provided the method of procedure adopted 
for these purposes gives reasonable notice and 
affords fair opportunity to be heard before the 
issues are decided. This being the case, it was 
obviously not a rjght, privilege or immunity of 
a citizen of the United States to have a_con- 
troversy in the State court prosecuted or deter- 
mined by one form of action instead of bv 
another. . . . Whether the court of last re- 
sort of the State of Iowa properly construed its 
own constitution and laws.in determining that 
the summary process under those laws was ap- 
plicable to the matter which it adjudged, was 
purely the decision of a question of State law, 
binding upon this court.” 

& N. 


See also Louisville R. Co. v. 


The Tellers Windows 


of the Comptroller of the Currency 
shortly after the Supreme Court had handed 
down its opinion said that “The opinion will 
cause no change to be made in the rulings 
of the Comptroller of the Currency relating 
to the branch bank question, 

“This opinion affirms the opinion of At- 
torney General Wickersham of 1911, which 
held that it was unlawful for a national 
bank to establish a branch bank for the con- 
duct of a general banking business unless 
such branch were acquired under Section 
5155 of the Revised Statutes which permits 
a State bank having such branches to con- 
vert into a national bank and elect to retain 
the branches. This view of the law con- 
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firms the position of the office of the Comp- 
troller. 

“Those national banks which have now in 
operation branch banks acquired under Sec- 
tion 5155 are of course not in any way 
affected by the above opinion. This applies 
also to such branch banks as have been ac- 
quired through the consolidation of national 
banks under the Act of 1918. 

“The Supreme Court did not have before 
it for decision the question of the power of 
a national bank to set up a teller window 
beyond the four walls of its banking house, 
or the authority of the Comptroller over the 
operation of such teller windows. The teller 
windows here mentioned have no general 
banking powers and the employees assigned 
to them are not permitted to exercise any 
discretionary powers whatsoever but are 
confined solely to routine, clerical or minis- 
terial duties. This question of the power of 
a national bank to extend its teller windows 
in this manner was not called into question 
in the First National Bank in St. Louis v. 
Missouri, the case having gone to trial in 
the State Supreme Court upon an apparently 
undisputed statement of facts that the bank 
had established and was operating a branch 
bank and conducting a general banking busi- 
ness at a location in the city of St. Louis at 
a distance from the parent bank.” 


Safer Credits by Crop 


Contracts 
(Continued from page 474) 


our methods are satisfactory and getting re- 
sults. 

The credit system of the South tends to 
the creation of debts against future produc- 
tion to such an extent that bad crops and 
low prices mean embarrassment and _ loss 
to financial institutions and merchants, as 
well as discouragement and greater loss to 
the farmers themselves. If practiced 
throughout the South, we believe that our 
system would correct this situation as far 
as the present circumstances would permit. 
It is conceivable also that the day might 
come when the cotton farmer could really 
finance himself and be on a cash basis. We 
know that this is possible in a community 
of small farmers, such as ours, and I be- 
lieve that a modification of this plan could 
be used in even those sections of the country 
made up of large plantations and where 
the farms are in larger units. 

The first year that the plan was used it 
did not meet with the approval of our mer- 
chant customers, but it has since proved to 
them that the farmers are better able to pay 
cash for their purchases in the fall, and in 
many cases have been able to retire the 
whole indebtedness created under the system 
used before we started our present credit 
system. 

Any credit system that will produce crops 
economically and leave the farmers in pos- 
session of the greatest possible surplus there- 
from will eventually make for the prosper- 
ity of any country, and, in the prosperity 
of the farmers, the banks, merchants and 
other lines of business will also share. 
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Foreign Draft Collections 


le your customers finance foreign trans- 
actions through the medium of drafts 
with or without documents attached, the 
collecting banks constitute a most import- 
ant factor in their arrangements. 


This Company handles an unusually 


large volume of collection business. 


Its 


service extends to all foreign countries, 
through its own branch offices in Europe 
and carefully selected correspondents 
throughout the world. 

We invite you to make use of the 
facilities of our Collection Department. 


Guaranty Trust Company 
of New York 


Toledo Stops Spurious Stock Sales 


HE Better Business Commission of To- 
ledo says that “twelve months ago large, 
well-organized sales forces were operating 
in expensive office suites in that city, pro- 
moting the sale of questionable and fraudu- 
lent stocks. The mails were flooded with 
newspapers, circulars and letters. Telegraph 
lines and telephones were used in taking the 
savings of investors. Mining stock, oil and 
gas wells, wild cat leases, industrial promo- 
tions, cooperative stores, mortgage and dis- 
count companies and numerous other schemes 
were being thrust upon the investing public 
through advertising, intensive salesmanship 
and other methods. 
“At least $10,000,000 have been lost since 
Jan. 1, 1920, by Toledo residents through 
poor and fraudulent stock investments. 


Thousands have squandered their savings 
of traded Liberty bonds, treasury certifi- 
cates or sound securities for speculative 
paper that is now worthless. 

“Of the forty-six organizations listed as 
having left trails of grief, thirty-three have 
closed up or been obliged to discontinue the 
sale of stock in Toledo and Ohio through 
the activities of the Better Business Com- 
mission and other agencies. 

“Receivership and re-organization have 
overtaken thirty-one companies, and in every 
case the result has been the loss of the 
stockholders’ investments.” 

In its fight against the dealers in worth- 
less securities, the Commission has used 
newspaper advertising space to publish its 
warnings. 
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The banks SERVICE to travelers 


How Progressive Banks Served 500,000 Americans 
on Their Travels at Home and Abroad in 1923 


MAY Banks of the country rendered a Superlative Service to their 
patrons on their travels at home and abroad in 1923. In numbers 
served and in the amount of money changed for American Express Trav- 
elers Cheques, the year established a record for these banks. To many 
travelers, who had not used these cheques before, the simple yet all- 
covering character of the Service which goes with these cheques was a 
revelation. 500,000 individuals used it—profited by it—enjoyed it—feel- 
ing in its protection and its guiding hand an almost unbelievable free- 
dom from worry and care in their travels at home or abroad. Often 
the influence of this Service was little less than magical. It became 
human—personal. In strange lands, it seemed always to develop just 
the right man in the right place; the man who knew and who, apparently, 
was there just to advise and to serve them. 


A representative of this Service was nearly everywhere—at the railway 
stations, the docks, the hotels, the frontiers. He knew almost every- 
body, and everything; and those who knew him respected him. His 
assistance facilitated business and social meetings and the procuring of 
reservations for further travels. He spoke foreign languages. He knew 
the value of foreign moneys; and he saw to it that the Americans he 
served received the full value of their American dollars—in money and 
in service. 


In London, Paris, Rome, Brussels, Constantinople, Athens, and other 
cities around the world, this personal Service of American Express Trav- 
elers Cheques was equally complete. At the offices of this Service, in 
these cities, the American traveler found his mail waiting, his reserva- 
tions made, friends to welcome him, and an atmosphere of home. 
And this service was rendered him thru his home-town bank. This is no 
imaginary picture. It is fact. 


$120,387,000 of American money was converted last year into the Trav- 
eling Funds of this particular Service — American Express Travelers 
Cheques. Every dollar of this money was spendable anywhere—accept- 
able everywhere. It was safe against loss or theft. It secured for its 
owner, and its owner alone, not only the full value of his American funds, 
but a superlative, all-covering, personal Service — the Service of the 
American Express Company. 


American Express Co. 


65 Broadway, New York 


OFFICES IN ALL THE PRINCIPAL CITIES 


When writing to advertisers please mention the “Journal of the American Bankers Association.” 
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In the service of SAFETY 


157 Criminal Menaces to Banks Removed by the 
Vigorous Efforts of the American Express Co. 


SAFETY is the most important factor in the negotiable paper of any 
financial institution. Jt must exist. It is the one element which makes 
“private paper” comparable in value to our Government’s issues of 
actual money. Without it the negotiable paper of any financial institu- 
tion is “scrap.” 


Too frequent neglect in guarding the safety of various financial paper 
has made possible an amazingly lucrative field for the operation of 
thieves and crooks. Unchecked, the whole system of negotiable paper 
is in danger. 


Against this general danger, and in the particular interest of its own 
financial paper, the American Express Company is doing a helpful 
work. In the past eighteen months, 157 criminals have been caught, 
and most of them convicted and placed behind bars, for tampering 
with American Express financial paper. Every possible agency is con- 
stantly in use to detect and convict such cases—Federal, State, Munici- 
pal, Railway and Private detectives, as well as our own efficient corps of 
detectives, secret service men and legal forces. 


Though primarily a service of the American Express Company —the 
importance and good effect of this individual work is general. Its spe- 
cial value, however, is to all Banks, Financial and Commercial institu- 
tions which the American Express Company serves—through its home 
organization, or its international offices. 


Banks interested in the details concerning the apprehension and convic- 
tion of the 157 criminals mentioned above, will be furnished full particu- 
lars on request. Address H. K. Brooks, Vice-President, American Ex- 
press Company, 65 Broadway, New York. 


American Express Co. 


6§ Broadway, New York 


OFFICES IN ALL THE PRINCIPAL CITIES 


When writing to advertisers please mention the “Journal of the American Bankers Association.” 
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Never Cash Checks 
for Strangers 


Observance of this simple 
precaution will greatly re- 
duce your loss through 
bad check operators. 


INSIST ON PROPER 
IDENTIFICATION 


See the Protective Section 
of “The Journal” each 


month. 


Protective Committee 
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Investors everywhere use 
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Liberal concessions to banks 
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New York and Chicago 
Stock Exchanges 


Private wires toJ/New York and Chicago 
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of investments throughout the South 


February, 1924 


State Bankers and the Federal Reserve 


HE importance of state banks co- 
operating with agricultural interests 
in the economic solution of orderly 
marketing was stressed at the meeting of 
the Executive Committee of the State Bank 
Division held at Chicago on Jan. 16 and 17. 
This phase of the farm problem was given 
intensive consideration at several joint ses- 
sions with the Division special committees 
on orderly marketing. The relationship of 
state banks to the Federal Reserve System 
and branch banking were the other two pri- 
mary subjects discussed by the conferees. 
John D. Phillips, president of the State 
Bank Division, pointed out the need for 
cooperation between the banks and the farm 
marketing organizations and expressed the 
opinion that no activity of the division was 
more important than the educational pro- 
gram contemplated along the lines of order- 
ly marketing. On his recommendation, the 
Executive Committee approved the plans 
for a second booklet, dealing with this mat- 
ter. At the invitation of Walton Peteet, 
Executive Secretary of the National Council 
of Farmers Cooperative Marketing Asso- 
ciations, a committee consisting of Mr. 
Phillips, S. E. Bradt, chairman of the Or- 
derly Marketing Committee, and Frank W. 
Simmonds, Deputy Manager of the State 
Bank Division, was appointed to represent 
the division at the National Cooperative 
Marketing Council to be held in Washington 
in February. 

Announcement was made by E. E. Crab- 
tree, chairman of the Committee on Rela- 
tionship of State Banks to the Federal Re- 
serve System, that his committee had de- 
cided that its duties were not to induce state 
banks to become members of the system, 
but to try to popularize the system among 
these institutions. 

A brief symposium was held on the sub- 
ject of the admittedly strong and the al- 
leged weak points of the Federal Reserve 
System. The attitude of the majority of 
non-member banks throughout the coun- 
try was described by several bankers pres- 
ent, whose own banks have not joined the 
system, as strongly approving the splendid 
work of the Federal Reserve System and 


recognizing that it is so vital to the agri- 
cultural, commercial and banking interests 
of the nation that any weakening of its 
structure would be disastrous. Stating that, 
while they had not joined because they did 
not need the extra facilities offered, the 
bankers said they would do so without 
hesitation if staying out of the system would 
be destructive to its interests. The con- 
sensus of opinion, however, was that the 
need of the Federal Reserve System today 
is more for moral support than for mem- 
bers, and that the creation of a favorable 
attitude of mind is of prime importance. 

The executive committee approved the 
recommendation of Mr. Crabtree’s commit- 
tee that a brief statement of the relation of 
the Federal Reserve System to state banks 
be sent out to all state banks, together with 
a questionnaire to determine more exactly 
what is their attitude toward the system. 

After the status of the branch banking 
question had been reviewed by Grant Mc- 
Pherrin, Chairman of the Executive Com- 
mittee, a resolution was drafted reiterat- 
ing opposition to this method of banking. 
Reciting that the committee was acting “on 
the broad basis of public welfare,” the 
resolution declared the concentration of the 
country’s wealth in the hands of a few was 
“not consistent with the genius of American 
institutions and ideals.” 

“The independent banking system while it 
has served the country well has not con- 
centrated either the country’s wealth or 
power in the hands or in the control of the 
few as must inevitably follow if branch 
banking is carried to its logical conclusion. 
Those who are aiming to bring about such 
concentration of wealth and power, thereby 
depriving the individual of the opportunity 
which has existed heretofore of engaging in 
his chosen vocation, and thus creating a 
class of the very rich and fostering to the 
destruction of that large middle class al- 
ways necessary in a democracy, are drawing 
upon themselves and their country certain 
destruction, as control by the few in any 
line of human endeavor is contrary to 
American ideals and will never be tolerated 
by America.” 


Attitude of the Roads on Consolidation 
(Continued from page 478) 


the Commission to “let us alone,” sometimes 
because they actually wanted to be left alone 
and sometimes because they thought they 
might get a better price if they did not ap- 
pear too anxious to sell. Many roads, which 
had no very serious objection to the plan, 
or perhaps had no great fear that it will 
ever become effective, contented themselves 
with saying that if there are to be consoli- 
dations the plan seems logical, with perhaps 
certain modifications. 

Some interests would prefer a law which 
—without making any formal artificial plan 
—would confer general authority upon the 
Commission to permit such consolidations 
as might be proposed if, in its opinion, they 
would be in the public interest. 


The National Industrial Traffic League, 
the largest and most representative organi- 
zation of shippers, has gone on record in 
favor of a repeal of the consolidation pro- 
visions of the law and the substitution of 
a provision that consolidaticns which are 
found after proper investigation to be in 
the public interest, may be allowed by the 
Commission. 

It is also opposed to compulsory con- 
solidations and at the hearings before the 
Commission took the position that the Com- 
mission should confine its report to an an- 
nouncement of some of the principles upon 
which consolidation may be made, without 
at this time making any definite plan. 


| 
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“SPOILAGE”? 


“The Viewpoint of the Employee is 
the Most Neglected Asset in Industry.” 


NEW YORK 
2 Rector Street 


CORES of times a day, per- 
haps, this man throws away 
some of his employer’s money. 
Scattered throughout this plant 
are dozens, perhaps hundreds, of 
similar employees whose waste- 
‘vans are filled, emptied and filled 
again—all as a matter of course; a 
commonplace of the day’s routine. 
YET —this is but the average 
plant. This man is merely the typ- 
ical employee. And this waste will 
be found in the industries you are 
called upon to help finance. 
Few executives realize the 
astounding costs of spoilage and 
loss of materials, supplies and 


equipment. ewer businesses are 
able to cope with these losses, which 
will average $12,000 a year for the 
plant employing 100 men—in- 
creasing in direct ratio with added 
payroll costs. 


Yet, spoilage can be controlled. 
And industrial financing can be 
safeguarded against this and other 
factors that are making the payroll 
dollar of to-day worth but seventy- 
five cents. 


As a banker and a counsellor in 
economics, you owe it both to your- 
self and to your clients to inves- 
tigate our services in protecting 
investments and _ profits. 


Bankers, everywhere, have evidenced unusual interest in 


our booklet, “Stopping Payroll Losses.” 
to send any banker a copy, gratis, on request. 
us on your official stationery. 
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Should a Post Office Advertise? 


Te Postmaster of Nashville, Tenn., 
believes that even a post office should 
advertise and that by advertising the 
postal business may be increased and the 
community that it serves may be benefited. 
So he—but let him tell his own story given 
in “Trade Extension Section, Letter No. 
73,” which follows: 

“Mr. Nashville Business Man: 

“Should a post office advertise? We have 
an absolute monopoly on our goods. No 
man, firm, or corporation can enter our field; 
every man, woman and child is our cus- 
tomer. You haven’t even the choice of buy- 
ing our goods or letting ’em alone—you 
MUST trade with us, more or less, whether 
we serve you Satisfactorily or not. 

“Nearly three years ago we decided to ad- 
vertise! Folks laughed at the idea of adver- 
tising a post office, and nobody laughed more 
than our own post office folks, but we had 
faith in the powers of advertising. 

“We believed we could sell service at a 
profit, just as a merchant sells goods at a 
profit—by correct advertising. And we have 
proved our theory to be correct. No one 


laughs at us now except the fellow who 
. watched the first electric car as it went down 
the street and still insisted ‘the darn thing 
can’t run.’ 

“We will save $45,000 in clerk hire alone 
this year, .in the Nashville post office, simply 


because we SOLD the Nashville Business 
Men—the most progressive men in the world 
—a few simple ideas upon initial mailing. 

“The business men of Nashville deserve 
credit for these results. Space will rot allow 
us to go into details, nor can we give abso- 
lute figures—but we do know that to you— 
the progressive business men of Nashville— 
is directly, or indirectly, due the whole 
credit. 

“For saving the postal service many thou- 
sands of dollars this past year, and, inci- 
dentally, building yourselves the best postal 
unit in the world. You have cut your own 
taxes, you have developed a faster and more 
satisfactory service, and vou have certainly 
won the admiration and respect of the postal 
officials at Washington. 

““Tmproved initial mailing’ will save mil- 
lions for the postal service when the business 
men of the United States BUY the few sim- 
ple ideas of initial mailing that you men of 
business in Nashville have bought. But these 
ideas must be sold to them as they were sold 
to you—by advertising. Our methods were 
simple yet somewhat original—and got splen- 
did results—but we haven’t felled the first 
tree in this great virgin forest of postal op- 
portunity. 

“Advertising doesn’t cost money—it makes 
money—and you have proved that it will sell 
an idea as well as merchandise, and make 
money for a monopoly as well as for private 
enterprise in close competition. 

“Your cooperation for the present year has 
been remarkable! Let’s all resolve to make 
1924 even better than 1923, and put Nashville 
where she rightfully belongs—among the 
foremost cities of the country. 

“As your postmaster and humble server, T 
congratulate you, Mr. Nashville Business 


Man, for the success you have brought to 
your post office, as you have not only built a 
great postal unit but you have attracted the 
favorable attention of your fellow Ameri- 
cans from Maine to Mexico and the postal 
officials of some foreign countries -just be- 
cause 

“You mailed ’em early, 

“In tied bundles, 

“Used precancelled stamps to the limit, 

“And separated your mail to towns and 
States. 

“T wish you a happy and prosperous New 
Year! 

“Sincerely, 
Cuartes M. McCase, Postmaster.” 


One for the Banker 


66 R. Nashville Business Man: 

“Talent is power—tact is skill! 
Talent is weight, tact is momentum; talent 
knows what to do, tact knows how to do it; 
talent makes a man respectable, tact will 
make him respected; talent is wealth, tact is 
ready money. For all practicable purposes, 
tact carries it against talent ten to one, for 
talent without tact is worthless as an engine 
without an engineer. 

“Very good! Now get this one, Mr. 
Banker, how much ‘greenback’- and coin 
of the realm do you suppose is hidden 
around the skirts and bosoms of dear old 
ladies, in the belts of eccentric gentlemen, 
in tin cans, old socks, buried in mattresses, 
clocks, pictures and innumerable recesses of 
the homes, especially in the rural districts? 

“How many such treasures have been lost 
through fire, storm, theft, forgetfulness. 
sudden death, destructive rats and dishonest 
help? How much interest has been lost 
from loafing dollars?’ How many money 
panics can be traced to such unwise home 
hoardings? 

“Mr. Banker, you can sell the farmer 
Safety, Service and Satisfaction—the great 
products of the modern bank—if you add 
TACT and TALENT in your advertising 
matter. Nothing like sugar and cream to 
perfect a cup of coffee, and who cares for 
a corn muffin without salt? 

“Tf you want the farmers’ friendship, be 
friendly! When you advertise with him, 
put something personal into your ads. Talk 
farming, trucking, dairying, hygiene, care 
of the babies; talk about his cows, horses, 
pigs and chickens, rotation of crops, mar- 
kets, good roads, better schools; and then 
lead around to the question of service, safety 
and satisfaction in banking. 

“You won’t have to tell him your bank 
is the best—he will know it because you 
have used a little talent but a whole lot of 
tact. You have caught his interest, won 
his confidence, gained his friendship. Nat- 
urally he will bank with you. 

“Your bank is as close to the farmer as 
he is close to his rural carrier. The rural 
carrier will issue him a registry or money 
order receipt for the amount, right at his 
front door or at his rural box, and mail 
it safely to you. 

“Let us furnish you a list of our rural 
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routes and their box members; supplement 
your newspaper ads by direct mail ads; let 
us collect and send you the account. Let 
us function as the long arm of your business. 

“Tt is not necessary to know a single 
farmer’s name. Our postal salesman will 
call on request and explain direct-by-mail 
method to the farmer in detail. 

“And don’t forget this one: Mailing let- 
ters is talent, but mailing ’em early is tact, 
and tact has it on talent ten to one.” 


Special Delivery Letters 


eT HE special delivery letter as a sales- 
man! Select 100 live prospects for 
cloaks, suits, hats, shoes, candy, cigars or 
whatever you have for sale. Prepare a 
friendly processed letter. Fill in the ad- 
dressee’s name with typewriter and sign 
with pen and ink. 

“Home folks thrill at special delivery 
messenger’s whistles !—especially if you mail 
for our 8:00 p.m. trip, so we can deliver 
at the fireside hour when the family is gath- 
ered for the evening chat. 

“Original ideas promote interest! If you 
do not make a single sale from the trial, 
the advertising alone would be worth the 
effort and money expended, but— 

“Your sales depend upon the letter! Did 
you ever study the letters in your morning 
mail, the form writer, the careless com- 
poser, the severe business strain, the uni- 
versity high tension, and then run across 
one in which— 

“Some friendly fellow talked ‘horse sense’? 
A letter of friendly tone, that had something 
to say and said it without boring you, but 
left you refreshed and convinced? Well— 
just remember what pleases you pleases the 
other fellow. Every letter should be a 
salesman. It should be clean and neat, face 
shaved and shoes shined, of pleasant address, 
a diplomat, a gentleman. 

“That’s just the reason that letters, arriv- 
ing at the Post Office tied in bundles, get a 
preferential service. The fact that they 
are tied in orderly bundles indicate that 
they are— 

“Salesmen of importance trying to catch 
the first train! They have bought their 
‘tickets in advance’ and their ‘berths are 
reserved.’ They are our first-class passengers 
—that tip liberally—in cooperative coin. They 
are from the firms that are producing the 
stuff !” 

What has this letter to do with bankers? 
Well, the men who are taking millions of 
dollars out of every good city every year, 
despite the relentless warfare of the Post 
Office Department, despite convictions and 
penitentiary sentences for misuse of the 
mails, are quick to utilize such business- 
like methods as are advocated in the fore- 
going, and use them to good advantage, be- 
cause sound business uses these splendid op- 
portunities so sparingly. Too many bank- 
ers wait for business to come to the banks, 
but while they wait in the office, the message 
or the agent of the swindler is speeding 
along the highway. 
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The Surplus in the U. S. Treasury 


ONUS and tax reduction advocates 
appear to overlook the fact that the 
$300,000,000 surplus in the United 
States Treasury at the close of the fiscal 
year ended June 30, 1923, does not represent 
an excess in current revenue derived from 
taxation over expenditures; it is wholly due 
to proceeds derived from the sale of war 
material on hand at the close of the World 
War, and practically all of this material 
has been sold. 

There were more than 4,000,000 men under 
arms when the Armistice was signed on Nov. 
11, 1918. It is difficult to visualize the vast 
quantities of different material required for 
such a force engaged in modern warfare, 
particularly when this force must fight the 
Nation’s battles across the seas and in a 
strange land. Supplies were necessary, and 
it was far better to have too much than 
too little. 

The pre-war purchasing departments of 
both branches of the military service con- 
sisted of a mere handful of men, and it was 
necessary quickly to expand such depart- 
ments by commissioning men from civil 
life who had no experience in rationing, 
clothing or equipping a military force con- 
sisting of millions of men and who were 
ignorant of the requisites of a Government 
contract. There is little wonder that there 
were purchased, for instance, four pairs of 
bridle bits for every horse in the army. 
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The United States Government is not in 
the business of buying property for sale 
in competition with its citizens. Congress 
had limited the power to sell public property 
to that which was damaged or unsuitable for 
the public service. The surplus stock on 
hand at the close of demobilization would 
have rapidly grown obsolete or deteriorated, 
so Congress authorized its sale by the head 
of the department concerned upon such terms 
as might be deemed best. Business condi- 
tions were unsettled by the sudden closing 
of the war and the consequent stoppage of 
factories engaged on Government work, and 
the United States sold its surplus property 
in comparatively small lots, so as not to 
further unsettle business conditions or force 
the closing of additional factories. 

Figures compiled in the Budget Bureau of 
the Treasury show that during the period 
intervening between the date of the Armis- 
tice on Nov. 11, 1918, and Oct. 31, 1923, the 
United States sold surplus war material of 
the value of $3,333,387,912 for $1,282,492,- 
909. The value of the surplus material sold 
by the War Department aggregated $2,- 
941,131,761, for which was received $1,063,- 
782,681, making recovery 36.2 per cent. The 
Navy Department appraised the surplus ma- 
terial on hand at the close of the war at 
$222,383,621 and sold it for $131,558,737; 
the recovery of 59.2 per cent does not, as in 
the case of the War Department, reflect 
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recovery on the basis of cost, but on the 
basis of market price of the material sold. 
The Shipping Board Emergency Fleet Cor- 
poration disposed of material valued at $167,- 
893,672 for $86,390,927, a recovery of 51.5 
per cent, while the Panama Canal sold ma- 
terial valued at $1,978,878 for $760,564. 

All of the funds derived from the sale of 
material, less the expenses of the sale, were 
deposited in the Treasury, as is required by 
law, to the credit of the general fund, and 
were available for use in payment of the 
current and bonded indebtedness of the 
nation. It will readily be seen, therefore, 
that: if it had not been for the aggregate of 
$1,282,497,909 derived from the sale of public 
property the Secretary of the Treasury could 
not have reported at the close of the last fis- 
cal year a surplus of $300,000,000 in the 
Treasury. This source is now practically 
closed, for the estimated value of surplus 
property on hand is only $125,738,100; of it 
is sold for 50 per cent of its estimated value, 
which does not seem likely in view of the 
ratio on previous sales between estimated 
value and selling price, the Government will 
receive approximately $60,000,000, only, from 
that source; suppose, with present rates of 
taxation and expenditures, that instead of 
a surplus of $300,000,000, the United States 
Treasury show a deficit of $982,492,909, 
which it would have shown had there been 
no surplus property to sell. 
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New York City 


3-oz. bottles of DELLO INK, 
Blue-Black ( ); Jet-Black ( ); 
); Violet ( ); Blue ( ). 


THE 


JOURNAL OF THE AMERICAN BANKERS ASSOCIATION 


February, 1924 


fect on Profit 
and Loss” 


‘Wat have made of the property to ws as thet of 
ot 


ant is epee described in in 
appraise) be 


ted Derewitn and 


An American Appraisal 


Ow appraisal, eccordingiy. of the sound value as going of said 
property is follows. - 


A Certificate of 
Value, based on An 
American Appraisal 
is the authority 
most generally used 
to determine the 


value of property 
offered as security 
for bond issues 


The Valuation 
of Security for Bond Issues 


Thevalueofthelands, structures and 
machinery offered as security for 
bond issues is of vital importance 
to the purchasers of the bonds. 
Unfortunately the meanings of the 
word value are many. 

Qualifying words such as fair 
market, going concern, liquidation, 
sale, forced sale, potential, cash and 
many others add to the confusion. 
An American Appraisal definitely 
determines the value of a given 
property to a given entity at a given 
time and place. 


Public knowledge of the fact that it 
does this provably and disinterest- 
edly has contributed greatly toward 
making it The Authority on prop- 
erty values. 


A check of all the substantial bond 
issues for a year shows that An 
American Appraisal is used four 
times as frequently as any other to 
determine the value of land, build- 
ings, equipment and other resources 
offered as security for bond issues. 
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National Banks Trust Depart- 
ments Conference 


of representatives of 
national banks, operating or contem- 
plating the installation of trust departments, 
will be held at Kansas City on Feb. 20, under 
direction of the Committee on Trust De- 
partments of the National Bank Division. 
The chairman of the committee, C. W. Carey, 
president of the First National Bank, 
Wichita, Kan., will preside. It will be the 
first gathering of its kind for national banks, 
though for several years there has been 
agitation for such a conference. The pro- 
gram takes cognizance of the needs of the 
younger corporate fiduciaries as well as 
the more mature ones, and has been pre- 
pared with a view to developing various 
matters of common interest. 

Though the meeting is principally for 
banks in the west and middle west, all 
national banks interested in any degree in 
trust work are invited to send representa- 
tives. It is expected that the states west 
of the Mississippi River and those border- 
ing it on the east will furnish the majority 
of delegates, though not all. 


Legerdemain of Youth 


66 NE of the great menaces to America’s 

young manhood today is the legerde- 
main of youth,” said the late W. R. Grim, 
President of the Texarkana National Bank. 
“Many of our young men are attempting to 
perform the feat of drifting with the tide, 
yet not moving in its direction; of touching 
that which is evil, yet not being touched by 
it; indulging in immoral adventure, yet not 
becoming immoral; and of standing upon 
the quicksands, and yet not being drawn 
into them. 

“A life of confirmed sinfulness is not 
reached in one step. It is preceded by a 
bending of honor, a leaning toward infidelity 
and by associating with those who commit 
overt acts. Few men leap into the abyss of 
sin at one bound; but multitudes of young 
men, thrilled by the fascination of toying 
with danger, are caught in the rapids that 
carry them over the precipice.” 


Legacy to a Bank 


U is a rarity for a bank to fall heir to 
any legacy. Doubtless this is one reason 
that the Central Trust Company of Cam- 
den, N. J., attaches much sentiment to an 
old Seth Thomas grandfather clock, made 
in Plymouth, England, more than 200 years 
ago. The solid mahogany clock, which 
stands more than six feet high, was left 
to the bank by Mrs. Laura V..H. Klemm, 
who included this bequest among a large 
number of others in disposing of her half 
million dollar estate. The grandfather clock 
adorns the women’s business room in the 
Camden bank. 


A. Page Whipple of Cleveland, Ohio, formerly 
a national bank examiner and Federal Reserve 
Bank examiner, has been elected vice-president of 
the Central Bank & Trust Company, Parkers- 
burg, W. Va. 


OR three generations the National Shawmut Bank 

has been a constructive force in the financial, com- 
mercial and industrial growth of New England. It is 
also one of the largest financial institutions in the East. 
Connections with institutions of the highest standing 
in all large cities of this country and abroad. 
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Log Cabin or Institute, There’s Nothing Like Study 


By FRANK M. TOTTON 


Trust Officer, Chase National Bank, New York 
Chairman National Membership Committee, American Institute of Banking 


ARVELOUS transformations are 

to be seen daily in schools. Mys- 

terious, hard to understand, yet 
true. 

Since the age of Lincoln, with his well- 
worn evening book and tallow dip, we 
have progressed far. But, although eve- 
ning schools and electric lights have sup- 
planted the crudities of pioneer days, and 
thus made easier the way of the seeker, 
no substitute has yet been found for the 
thing itself—study. 

Study, as nothing else, develops men. It 
inspires them. It fires them. It conquers 
fear. It blazes hope. It shows them things 
that are to be. It makes the boy a man. 
It opens worlds undreamed of—this key 
to storehouses more mysterious and thrill- 
ing than Tut-Ankh-Amen’s Tomb. A 
gigantic, compelling force is this education 
that snatches up a homely raw-boned Abe 
and puts him in the White House; that 
spies a frail, nearsighted Teddy and trans- 
forms him into a dynamic leader of a 
nation’s thought! 

But now, as in Abe Lincoln’s time, they 
benefit most who gain their schooling under 
difficulties and by real sacrifice. Every- 
where we see in positions of prominence 
graduates of night schools or college ex- 
tension courses—men who have made the 
most of an education gained painfully 
perforce by whipping a tired brain to obey 
the dictates of a dominant will. 

You, who are bankers, tell us what com- 
prises a nation’s wealth. Banks? No, it 
is boys! Water power? No, man power! 
Natural resources? No, natural men! 
Everyday men? No, educated men! 


Nowhere in the world is the need greater 
for men of brain than in our financial 
institutions. Leaders are scarce. Prob- 
lems of magnitude press to be solved. Yet 
most bank men, either through misfortune 
or by force of circumstance have been de- 
nied the education they need so sorely. 
Few men in banks have had the equivalent 
of a high school or college training, and 
where are they to get that education es- 
sential to their own success and to their 
banks’ fullest growth? Where, indeed? 

Up until 1901 there was no answer. 
There was no help for the bank man who 
wanted to study more intelligently at night 
the problems of his chosen profession. It 
was to meet this need, however, that a 
mutual self-help organization was founded, 
some twenty-two years ago, by a small 
group of far-seeing bank men as a sort of 
night school through which they could 
gain that education which was necessarily 
denied them during the busy hours of the 
day. From this small beginning sprang 
the American Institute of Banking. 

Today this splendid organization is the 
educational section of the American 
Bankers Association and has a national 
membership of 54,000 in 157 chapters 
throughout the United States. It exists 
not for profit: its sole end and aim is to 
give to all of the banks of the United 
States a trained, intelligent, educated 
personnel. It therefor should have a first 
lien on the heart of every true American 
banker. 

To show the serious-mindedness of the 
American Institute of Banking students, 
it might be interesting to point out that 


experience of New York Chapter last year. 
This particular chapter, with an enrollment 
of some 1700 students, had an attendance 
record last year of 82 per cent. It is eloquent 
testimony to the calibre of Institute students 
when 82 per cent of all these who register 
for courses weather the storms successfully 
and take the final examinations. Possibly 
no other educational institution in the country 
can equal this record. 

In the opinion of many, the day is fast 
approaching when practically every bank 
man and woman in the United States will 
be a member of the American Institute of 
Banking. As the message of the Institute, 
with its ringing challenge, is brought to an 
ever-increasing number of bankers, many 
local chapters will be endowed by substan- 
tial bequests, and thus permitted to carry 
on even more effectively the much-needed 
work of building the bankers of tomorrow. 

As we go into these night class rooms and 
see hundreds of boys, perhaps supperless 
and tired after a hard day’s work in their 
banks; as we meet their eager upturned 
faces lined with grim determination; as 
we see in threadbare clothes the mute evi- 
dence of the hardship involved in paying 
even the small tuition necessary; as we 
catch the heroic sacrifice of it all and sense 
the mysterious thrill of awakening youth 
carrying on into the future, we somehow 
seem to hear the whisper of a voice— 
“Here is the stuff that dreams and men 
are made of. They will arrive. They will 
not be denied. There is no other way but 
this. Even as ‘Honest Abe,’ so do they.” 


No Affiliation Between American Bankers Association and American 
Bankers League 


ECAUSE of similarity between the 

name of the “American Bankers 

League” and the American Bankers 
Association, confusion has arisen, manifest 
in many inquiries, that is desirable to neither 
body, since they are entirely separate both 
in organization and purpose. 

The American Bankers Association was 
organized in 1875, now has about 22,000 
members who pay dues, and still adheres 
to its original purposes of serving as a 
means of advancing and protecting the inter- 
ests of banking in all proper ways and of 
rendering broad and disinterested service 
to the public welfare. 

The American Bankers League was or- 
ganized in 1923, and, as its literature states, 
“has no membership in the generally accepted 
sense of the word and banks affiliating can 
only do so by signing a resolution or state- 
ment submitted to them by the Executive 
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Committee” of the League. It has as its 
purpose activity in favor of or against spe- 
cific questions of Government financial pol- 
icy such as the tariff and tax revision. 

The American Bankers League shares of- 
fices with the Southern Tariff Association 
in the Munsey Building, Washington, D. C. 
Its activities on the tariff, aimed to main- 
tain it unchanged, seem to be in nature sup- 
plemental to those of the Southern Tariff 
Association, 

Its statement of purpose indicates that 
activity on other problems of government is 
contemplated, and the League is now work- 
ing in favor of the Mellon tax revision plan. 
Its individual members, it is explained, are 
committed only to matters they specifically 
endorse. The League’s literature indicates, 
therefore, that it will serve simply to group 
banks for action on particular questions and 
not to organize them generally on a program 
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of various subjects or one of broad policy. 

The American Bankers Association has 
an extensive membership and is so organized 
as effectively to cover and protect the in- 
terests of its members in all matters affected 
by Federal legislation. The leading bankers 
of the country are among those active in its 
affairs. Some of their names are also found 
among those mentioned in the literature of 
the American Bankers League as being ac- 
tive in its affairs. This is purely an individ- 
ual matter and does not imply affiliation of 
any kind between the two organizations. 

This statement is made because recently 
several bankers—in the mistaken belief that 
they were serving the American Bankers 
Association—went to Washington to at- 
tend a meeting, only to find upon arriving 
there that they had made the journey upon 
the wrong assumption. 
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SERVICE SINCE 1908 * 


For the Whole Bank 


New Business Surveys 

Stockholder Co-operation 
Plans 

Employes’ Bulletins 

General Service Booklets 

Plans for Openings and An- 
niversaries 


For the Commercial Department 


Statement Enclosures 
Newspaper Campaigns 
Booklets 


For the Savings Department 


Personal Solicitation 
Customer Cultivation Plans 
Mailing Material for Wage 
Earners and Housewives 
Children’s Savings Plans 
Folders for Hand Distribution 
Budget Books 
Newspaper Advertisements 


For the Trust Department 


Information Booklets 
Inquiry Producing Folders 
Newspaper Advertisements 
Letters 


For the Safe Deposit Department 


Booklets 
Folders 
Blotters 


For the Bond Department 
Educational Enclosures 


For the Christmas Club 


Coupon Books 
New-Member Letters 
Folders 
Building Decorations 
Posters 
Street Car Cards 
Reminders for Delinquents 
Members’ Checks 


An Open Letter 


THE BANKERS SERVICE CORPORATION 


19 & 21 WARREN STREET 
NEW YORK CITY 


When writing to advertisers please mention the “Journal of the American Bankers Association.” 


To Your Bank, 


Gentlemen: 


We have found that we can 
operate successfully along either of 


two lines: 


Either you decide on a new 
business plan in a general way and 
we fill in the details, or we devise 
a plan in a particular way and get 
you to adopt it. 


Operating on the second basis 
means personal calls on you by our 
representatives. 


Naturally we are going to have 
a representative see you sometime 
soon, but it occurs to us that just 
at this moment you may be in the 
market for something which we can 
offer you or tell you where you can 
get. 


We can't help feeling that our 
wide scope of service and even wider 
scope of information will be worth 
something to you in an advisory way 
and we want to offer you our sincere 
judgment on any matter that you 
may send us. 


Very truly yours, 
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Consolidation 
(Continued from page 512) 


problems could be disposed of regionally be- 
tween Interstate Commerce Commission rep- 
resentatives on the ground and the repre- 
sentatives of the carriers involved, and that 
this could be realized to a far greater and 
more successful extent than would be pos- 
sible with such a great number of railroads 
and presenting such a great variety of size 
and condition. 

But even in the matter of economies, | 
anticipate that a great deal more will be 
accomplished than has been assumed. These 
economies will not come from elimination 
of executive officers and their staffs. On 
the contrary, the railroads need more rather 
than less effective and intelligent super- 
vision, and for that reason the consolidated 
corporations would probably incur at least 
as great an expense as at present in the 
matter of executive organization. 

The real economies which will come from 
consolidation -will be far more important in 
scope and significance. The elimination of 
switching, the standardization of materials, 
the concentration of purchases, the sending 
of traffic by shorter routes, the elimination 
of interline accounting, the greater ability 
to utilize shops and equipment on all parts 
of the system to the maximum extent, all 
constitute’ real and important elements of 
economy. Perhaps one of the most impor- 
tant matters from the standpoints of econo- 
my and of improved service will be the fact 
that freight cars of the system will be “at 
home” on all parts of it so they can be put 
at the public service without limitation, and 
so when in need of repair they can be fully 
repaired where they are, instead of being 
sent back to the home line, with possible 
necessity for various minor repairs away 
from home to be later discarded or dupli- 
cated on the home line. 

Some are skeptical about the practicability 
of successful operation of large systems. 
But this skepticism loses sight of what has 
already been acomplished. The New York 
Central and the Pennsylvania systems are 
successfully managed despite their size. 
Two other systems of practically the same 
size in the East would dispose of all the 
eastern mileage. In the West we have a 
past example of the successful operation of 
the Harriman lines, including both the Union 
Pacific and the Southern Pacific. We also 
have the example of the Hill group, where 
for twenty-two years the Great Northern 
and Northern Pacific have joined in di- 
recting the policies of the Burlington. The 
success which has attended these efforts in- 
dicates that there is nothing to fear on the 
score of size, or geographical extent. An 
exceptionally well qualified Consolidation 
Committee, with wide and able representa- 
tives, in the recent Transportation Confer- 
ence has expressly dismissed the question 
of size as not an objection to consolidation, 
pointing out that it is simply a matter of 
adequate centralization of questions of 
policy and adequate decentralization of mat- 
ters of administration. The great success 
attending the conduct of the affairs of the 
American Telephone & Telegraph Company 
suggests that it is only a question of cap- 
able organization and direction for large 
consolidated railroad systems. 


The General Scheme 


Dy» DER the general scheme of the con- 
solidation provisions of the Transpor- 
tation Act, the Commission is required to 
adopt a plan for consolidation of the rail- 
roads into a limited number of systems. 
After that plan has been adopted, railroads 
which have been placed in the same system 
may be empowered upon special application 
to the Commission to consolidate, and when 
such authority is given such consolidation 
may take place even though it would be in- 
consistent with State laws. On the other 
hand, the prohibitions of the Federal Anti- 
Trust Act and also any prohibitions of 
State laws will continue to apply again to 
the consolidation of any two railroads which 
the Commission may have placed in two 
different systems in the plan which it has 
adopted. After the Commission has adopted 
its plan, it will have the power to modify 
that plan, and thereby bring into the same 
system, railroads which it originally may 
have placed in separate systems, but in the 
absence of such modification, the placing 
of roads in different systems will mean the 
perpetuation of the anti-trust laws as to 
those roads. 

The statute required the Commission to 
promulgate a tentative plan to serve as a 
basis for discussion and to conduct hear- 
ings. The tentative plan was announced in 
August, 1921. The hearings were completed 
last December and recently briefs were 
filed. The Commission then listened to oral 
argument and took the great problem under 
advisement. The next step will be the adop- 
tion of a plan, unless, as seems to me prob- 
able, the Commission may find it desirable, 
in view of the complexities of the situation, 
to ask for further evidence or argument or 
both. 

A subject of special interest is the ques- 
tion of the terms of consolidation and of 
capitalization of a consolidated corporation 
under the statutory scheme: The Transpor- 
tation Act declares that the stocks and 
bonds of the corporation which is to be- 
come the owner of consolidated properties 
shall not exceed the value of the consoli- 
dated properties as determined by the Com- 
mission under the valuation statute. The 
Commission has held, and I think correctly, 
that its duty under the valuation statute is 
to fix a value for rate-making purposes, and 
this value does not necessarily correspond 
with the purchase and sale value of the 
property at any given time. 

Thus there arises a very important dis- 
tinction. The value which the Commission 
places upon the consolidated properties for 
the purpose of making rates represents the 
maximum of par value of stocks and bonds 
that may be issued, but it does not supply 
any necessary index to the prices at which 
the various properties shall be taken into 
the consolidation. It seems clear to me 
that these prices should be determined ac- 
cording to the earning capacity of the prop- 
erties thus taken in and not according to 
what is their value for rate-making pur- 
poses. If I am right in my construction, the 
proposal for consolidation is robbed of 
much of its unsatisfactory aspect, because 
undoubtedly it would be highly unsatis- 
factory and unjust to attempt to attach to 
properties prices having no relation to their 
earning capacities. 
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Many skeptics are disposed to dismiss 
this whole matter on the idea that there is 
no power to compel railroads to consoli- 
date. Of course the present act makes no 
such attempt. It seeks to make consolida- 
tion practicable and even attractive, and 
then leaves the matter of results to the in- 
terest of the owners. I think it highly prob- 
able that important consolidations may come 
about under this purely permissive scheme, 
provided the Commission in adopting its 
consolidation plan does not run counter to 
existing affiliations and natural relation- 
ships among the railroads. If the Commis- 
sion adopts a plan which has due regard to 
existing conditions, numerous railroads will 
find it to their interest to proceed with con- 
solidation, and such developments will add 
momentum and will produce important re- 
sults. 

But if important results are not accom- 
plished, and if there still prevails the idea 
that consolidations will be in the public in- 
terest, there may be various ways of bring- 
ing consolidations about. Congress would 
not necessarily have to resort to a process 
so obviously compulsory as to force it to 
condemn the railroads and pay for them. 
There may be various other ways of mak- 
ing progress. It is conceivable that Con- 
gress might work out a plan which would 
be so attractive to those railroads which 
consolidate and so unattractive to those 
railroads which do not consolidate, that con- 
solidations would take place, even though 
technical compulsion was not resorted to. 

My judgment on the whole situation is 
that consolidation will come in one form or 
another, and that it will be beneficial to the 
public and to the railroad owners, for it 
will help to insure success both of private 
operation and of public regulation. 


Will Not Appeal 


F. WILSON, Jr., vice-president of the 
* Bankers Trust Company and Presi- 
dent of the Corporate Fiduciaries Associa- 
tion of New York City, has just been notified 
by the attorneys who instituted the test suit 
in behalf of his company and for the benefit 
of all estates throughout the country, that 
the Commissioner of Internal Revenue 
has advised that no appeal will be taken 
from the decision of the United States Cir- 
cuit Court of Appeals with respect to Sec- 
tion 226 (c) of the Federal Revenue Act, 
and that the existing regulations of the 
Treasury Department will be amended to 
conform to the opinion of the Court of Ap- 
peals. A previous ruling of the Treasury 
Department held that the income tax of 
estates was to be computed on a hypothetical 
annual income based on the amount of in- 
come actually received by the decedent up to 
the time of death. In practice, this worked 
out into the payment of a tax on incomes 
never received in every case, except when 
the testator died on the 3lst day of De- 
cember. Refund claims should now be filed 
to recover any excess taxes which were paid 
under protest on the annual basis required 
by the previous ruling of the Treasury De- 
partment. 
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THE SAFE-GUARD CHECK WRITER 


This is the 
Only Machine 


Will Protect ALL the 
Essential Parts of Your 
check—The Paying Line 
—The Payee’s Name— 
The Numerals —and 


That 


B.CAREFUL SONS 


Will Prevent Danger- 


with Automatic 
f-Inking Device 

Write for further details regard- 
ing this “Double Lock System” to 


Recent Decisions 
(Continued from page 511) 


negotiable character of the instrument, 
defendant cites certain decisions of -the 
state court construing’ the sections of the 
Negotiable Instruments Act applicable, and 
which this court must construe in the 
decision. The state court had construed 
the state statute so as to declare that a similar 
clause rendered the instrument non- 
negotiable. But this Federal court held 
that, in construing a state statute “Where 
the statute of a state is merely declaratory 
of the general principle of the common law, 
a Federal court sitting in that state is not 
bound by the construction of such statute 
by the highest court of such state where a 
question of general commercial law is in- 
volved.” And that, since under the weight 
of authority the provision in question did 
not render the acceptance nonnegotiable, 
the court held it negotiable. Capital City 
State Bank v. Swift, 290 Fed. 505. 


Chicago Bankers Club 


tee adoption of the Mellon plan for tax 
reduction will give “real impetus to the 
creation of new industries and the extension 
of existing business,” Lewis E. Pierson, 
president of the Irving Bank-Columbia 
Trust Company, declared in an address made 
at the Bankers Club banquet in Chicago on 
Jan. 17. F. N. Shepherd, executive man- 
ager of the American Bankers Association, 
proposed to “crown common sense king” in 
his address before the Chicago bankers. 

Craig B. Hazelwood, as president of the 
club, served as toastmaster and presented 
many notables in the banking world to the 
diners. There were a large number of-visit- 
ing bankers from other cities in attendance 
at the meeting, which was regarded as most 
successful. 


_C. O. Darner has been elected assistant cashier 

of The Omaha National Bank. He has been con- 
nected with the bank in an unofficial capacity since 
October, 1921. He was formerivy with the Farm- 
ers State Bank of Unadilla, Nebr., of which he 
is still vice-president. Still earlier he was con- 
nected with the National Bank of Commerce, 
Lincoln, Nebr. 


The Protective Section of this issue contains 
many warnings useful to paying tellers. 


ous Two-Line Checks. 


JOURNAL OF THE AMERICAN BANKERS ASSOCIATION 


__.100% PROTECTION 


Unless ™ Use This Double Lock System Your Bank Account 
Manipulater 


is at the Mercy of the Check 


THE SAFE-GUARD CHECK WRITER CO., Inc. - 


Labor Banks 
(Continued from page 487) 


rate approaching a million dollars a month. 
The deposits of the Amalgamated Bank in 
New York jumped from $244,070 to $2,- 
302,976 during the first nine months. It is 
the prediction of the leaders in the movement 
that the combined resources of the banks 
will pass the $150,000,000 mark during the 
present year. Officials of the Brotherhood 
report that applications have been received 
from more than 100 cities, inviting it to open 
up labor banks, and requests for advice as 
to the manner in which to proceed have 


BEEKMAN 
NEW YORK CITY 


come from all parts of the United States 
and Canada. The Brotherhood is now pre- 
paring for the opening of a bank in Boston. 
Before determining to enter any field, it is 
stated that a careful survey of the situa- 
tion is made to ascertain if the present 
banking facilities are adequate. 

The labor bank movement is still too 
small and too young to have any particular 
significance. The fact that the large trade 
unions have accumulated enough money to 
permit them to go in banking on their own 
hook is interesting, however, because it does 
make them a factor, even though relatively 
small, in the field of capital. 


WHY USE MARBLE? 


Marble is a product of Nature's Labo- 
ratory, produced only under highly 


specialized conditions. 


Among the rocks available and suit- 


able for use as 


building materials, 


Marble Alone, in beauty of texture and 
coloring, stands next to the Precious 


Stones. 


It is won from Nature's hidden store- 
houses in remote places, only at the cost 
of much labor, treasure and even of lives. 
Nature made sure that it should be highly 
prized and not too lightly won. 


Alabama Marble Company 
Main office and plant: Gantt’s Quarry, Alabama 


Sales Department: 
1701 Avenue A, Birmingham, Alabama 


Producers of all grades of Alabama Marble. Manufacturers 
and Contractors for interior marble work in Any Kind of Marble. 
Inquiries for prices and estimates should be addressed to the 
Sales Department, Birmingham, Alabama. 
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How Much Will Congress Cut 


the Taxes? 


The Surtax Will Be the Storm Centre. What the Experts of 


the Treasury Department Have Worked Out. 


Comparing 


Mellon and Garner Plans. $56,000-a-year Income the Dividing 
Taxable Incomes Segregated by Numerical Classes. 


Line. 


EASONED Washington observers, 

who have grown philosophical after 

having witnessed the jockeying and 

maneuvering of opposing forces in 
Congress on past major financial measures, 
are frankly of the opinion that the tax 
burden is going to be relieved at the present 
session. The unsettled question is “How 
much ?” 

To their trained eye, the groundwork has 
been laid and the stage set for the forensic 
struggle. Secretary of the Treasury has 
proposed in his plan for cutting down taxes 
all along the line what is regarded as the 
irreducible minimum—except on surtaxes. 
The minority, for whom Representative John 
N. Garner, of Texas, is the spokesman on 
tax questions by virtue of being the ranking 
member of the powerful Ways and Means 
Committee, wherein all measures affecting 
revenue must originate, has come out for an 
even greater tax cut on moderate incomes, 
but has balked at fixing the maximum sur- 
tax at 25 per cent. It is generally accepted 
that the minority has gone as far as it can 
on the smaller incomes. 

Thus the tax fight promises to be featured 
by a battle of the surtaxes. 

Early in January Mr. Garner pronounced 
as “excellent” the “general idea of readjust- 
ing downward normal rates and surtax rates 
in many cases, together with reduced rates on 
income derived from personal service.” 


How Garner Would Change 
Mellon Plan 


HE outstanding suggested modifications 
proposed by the Garner plan were: 
“Fix normal income tax exemptions at 
$2,000 for single persons instead of the 
present $1,000, as Mellon proposes, and $3,000 
for married persons, or heads of families, 
instead of the present $2,500, as Mellon 
proposes, leaving special deductions or 

allowances undisturbed. 

“Fix normal income tax rates at 2 per cent. 
on amounts of $5,000 or under instead of 
3 per cent. under $4,000 as Mellon proposes ; 
and instead of 4 per cent. as under existing 
law; 4 per cent. from $5,000 to $10,000 
instead of 6 per cent above $4,000 as Mellon 
proposes, and instead of 8 per cent, as under 
existing law; and 6 per cent. on all amounts 
in excess of $10,000, instead of 8 per cent. 
as under existing law. 

“Extend the Mellon earned income pro- 
posal, which excludes farmers and most 
merchants and tradesmen, so as to include 
reasonable compensation to farmers owning 
and personally operating their farms, and 
also personal compensation to merchants and 


other tradesmen who combine capital and 
personal services for the purpose of earning 
income, together with suitable tax safe- 
guards. Provide that the tax rate on earned 
income shall be 33% per cent. below the 
normal and surtax rates prescribed for un- 
earned income, instead of 25 per cent., as 
Mellon proposes. 

“Let surtax graduation commence with 
1 per cent. on incomes from $12,000 to 
$14,000, instead of $10,000 to $12,000 as 
Mellon proposes, and instead of $6,000 to 
$8,000 as under existing law.” 


Underwood & Underwood 


A. W. Gregg—Special Assistant to 
Secretary of Treasury Mellon—a 29- 
year-old expert 


Figures, prepared by the Treasury’s ex- 
perts, have been marshalled by the minority, 
translating into dollars the meaning of the 
reductions proposed. Mr. Garner reports 
that of 6,662,176 persons, who made federal 
income tax returns in 1921, 6,652,833 would 
receive a greater benefit under the minority 
plan than under the Mellon program. Of 
the 9343 who would be required to pay 
more, New Yorkers represent 3031. 

An analysis of the statistics shows that 
the $56,000 a year class is the dividing line. 
On smaller incomes, the minority scheme 
would call for lighter taxes. From this 
point on, however, the higher surtax rates 
contained in the Garner plan would take 
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more from the taxpayers’ income than the 7 
Mellon plan. 
A comparison of surtax rates follows: 


Demo- 
cratic 
plan 


Present | Mellon 
law plan 


Income 


Per cent | Per cent | Per cent 
$6 ,000-$10,000 
1 - 12,000 


OS 


100 ,000-150,000 
150,000-200, 
200,000 and over 


The following table shows the compara- 
tive tax of married persons without de- 
pendents : 


Amount of tax under— 


Present Democratic 


— 
12,000- 14,000 3 4 
14,000- 16,000 4 
16,000- 18,000 5 
18,000- 20,000 6 
20,000- 22,000 8 
22,000- 24,000 9 
24,000- 26,000 10 
26 ,000- 28,000 11 
28,000- 30,000 12 1 4 
30,000- 32,000 13 11 10 
4 32 ,000- 34,000 15 12 11 
4 34,000- 36,000 15 13 12 
36,000- 38,000 16 14 13 
“iy 38,000- 40,000 17 14 14 
40,000- 42,000 18 15 15 
42,000- 44,000 19 15 16 
A 44,000- 46,000 20 15 17 ; 
46 ,000- 48,000 21 16 18 
) 48 ,000- 50,000 22 16 19 
50,000- 52,000 23 16 20 
52,000- 54,000 24 17 21 
54,000- 56,000 25 17 22 
56,000- 58,000 26 17 23 
58,000- 60,000 27 18 24 
“d 60,000- 61,000 28 18 25 
61,000- 62,000 28 18 26 
62 ,000- 63,000 29 18 27 
63 ,000- 64,000 29 18 28 
a 64,000- 65,000 30 19 29 
ua 65 ,000- 66,000 30 19 30 
66,000- 68,000 31 19 31 
68,000- 70,000 32 19 32 
7 72,000 33 20 33 
7 74,000 34 20 34 
7 76,000 35 20 35 
7 78,000 36 21 36 ; 
7 80,000 37 21 37 
, 8 82,000 38 21 38 
8 84,000 39 22 39 
8 86,000 40 22 40 
8 88,000 41 22 41 
‘ 8 90,000 42 23 42 
9 92,000 43 23 43 
92,000- 94,000 44 23 44 4 
94,000- 96,000 45 24 44 
96 ,000- 98,000 46 24 44 
98 ,000-100 ,000 47 24 44 
es 48 25 44 
49 25 44 
Income 
law plan plan 
$5,000 $100 $75 $40 
10,000 520 360 240 
20,000 1,720 1,260 1,040 
30,000 3,520 2,660 2,340 
40,000 5,840 4,540 4,140 
50,000 8,640 6,680 6,440 
60,000 11,940 8,980 9,240 4 
70,000 15,740 11,640 12,750 
80,000 20,040 14,080 16,850 4 
90,000 24,840 16,880 | 21,450 % 
100,000 30,140 19,940 | 26,430 
200, 000 86,640 | 52,740 | 76,430 
= 
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